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It is . . . worthy or observation i hat so deep- 
rooted is the prejudice which considers coin and 
bullion as things essentially differing in all their 
operations fioin other commodities, that writers 
gieatly enlightened upon the geneial truth of po- 
litic d economy seldom fail, alter having requested 
Lheir readers to consider money and bullion merely 
as commodities subject to “the same general princi- 
ples of supply and demand which are unquestion- 
ably the foundation on which the whole super- 
structure of political economy is built"; to foiget 
this recommendation themselves, and to argue 
upon the subject ol money, and the laws which 
i emulate iLs export and impoil, as quite distinct 
and difleicnt Irom those which regulate the expoit 
and import ol other commodities. — David Ri- 
cardo: Appendix to 77/ r /fig// Piitc of Bullion > 
a Proof of the Defneciation of Bank Notes, 

1 HL only \ i * ry i \i pori am miinc, to be said about 
currency is Lhat it is not neatly as impoitnnt as it 
looks. — A urld Marsiiaii, in a letter to James 
Bonar. 




Preface 


T hesp studies were written before the present emer- 
gency, as parts of an inquiry into basic concepts of 
monetary theory. A definite need was felt for an in- 
vestigation into the formation of doc nines, in oidcr to return 
monetary analysis from its present function as a guide book to 
economic post mortems, to a tool in the formulation of policy. 

In 1940 and 1941 the author acted as an ad\ isor on monetary 
and fiscal policies to the Consumer Commissioner of the Na- 
tional Defense Commission. It was at that time that tradition- 
alist economists and a votifeious pail of the public began to 
raise the cry about the threat of a iunnway inflation and with 
— post hoc, pwptrr hoc — songs about the “inflationary gap,” 
with their contrapuntal intricacies, tiicd to peisuadc the gen- 
eul public to look backwards and get staled rathei than look 
forward and deal adequately with a newly developing eco- 
nomic reality. 

Because ol these theoretical preconceptions representing 
straight-line projections of misconceived past experiences into 
Lhe piesent and the future, il was realized once more that 
only a historical and material analysis of monetary theoretical 
thinking could help to dispel the veil that “rec eived doctrine” 
was spreading over current events. On the basis of such an 
analysis — the major historical part of which is presented here 
in the following studies — the author argued and still argues 
that the concept of inflation has a historical content subject to 
qualitative change, the understanding of which invalidates for 
the conditions of the present most, if not all, the judgments 
traditionally implied in it. 
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Inadequate theories lead to inadequate policies, and inade- 
quate policies are “inadequate” for the interest and the wel- 
fare of society as a whole, while at the same time they are 
“adequate” — over the short run — for vested and function- 
ally past economic interests. The need to re-examine our 
analytical tools is strongly indicated, for instance, by the con- 
tinued unequal distribution of the burden of financing social 
expenditures, as well as by the endowment of the Little Steel 
Formula with rather mystical powers to avoid a nonimminent 
inflation. At the same time, the use of the formula effects a 
decrease in zeal income by freezing a discrepancy between 
wages and a controlled increase in prices which is unjustified 
either by the developments in the civilian sector of the econ- 
omy or by (lie actual use made of the purchasing power in 
the hands of the people. The expropriationary implications 
of Keynesian war finance methods, in the once-again-revived 
Depositenlegnnle , which aims to prevent federal social ini- 
tiative in the re employment of otherwise, shall we say, techno- 
logically deployed monetary resources, are other examples. 

The method employed in these Studies is by no means new. 
It has gmwn and developed since the last half of the nine- 
teenth century. The manner in which the author has used this 
qualitatively (hanging methodology of scientific economic 
analysis has been discussed elsewhere . 1 It may prove helpful 
in the final evaluation of the histoiical analysis presented here 
and its significance lor the present to have recourse to that 
exposition. 

The author is indebted to the editor of the American Eco- 
nomic Review for permission to make use of an earlier article 
of his “A Re-examination of the Classical Theory of Inflation,” 
published in the issue of December, 1940, XXX, 759—773. 
I he following publishcis kindly gave me permission to quote 
from the books listed below: Prentice-Hall, Inc., Predecessors 
of Adam Smith , by K. A. J. Johnson, and The Theory of Prices, 
by Arthur W. Marget; Harper & Brothers, Studies in the 

1 Nirbyl, 'The Need for d Concept of Value in Economic Theory,” Harvard 
Quarterly four rial of Economics l.IV (February, 201-216. 
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Part I • The Function of Money 
in Early Industrial Society 


1 • Methodological Introduction 


I T is the purpose of this study to furnish the tools for an 
understanding of the mechanics and dynamics of the flow 
of money. We wish to know why our monetary mechanism 
functions as it does. 

It is a commonplace statement that social and economic 
phenomena as we observe them today leave developed, or, as 
w e say, have a history. Modem sociological and psychological 
investigations, as well as economic institutional research, have 
taught us that many of the explanations current today were 
constructed to a considerable extent to fit circumstances dif- 
ferent irom those to which theii mateiial content reters. One 
way of disentangling the mass of divergent, if not contradic- 
tory, statements concerning money is ihcrelote to investigate 
the institutional development ol the func tion of money. 

History develops in phases, and these phases in turn are dis- 
tinguished by certain basic charac tcristics. Therefore we have 
grown accustomed to making divisions in economic history — 
for instance, diffeicntiating between ieudal institutions and 
those of industrial capitalism. The historical phase of which 
our present-day monetary institutions form a part is indus- 
trial society. 

Each phase of social histoty presents its own characteristic 
development. Although the early changes in a new period are 
still overshadowed by the institutions of the preceding period, 
there comes a time within this development when the young 
institutions have grown strong enough to be little influenced 
by those of the past. Within such a period of relatively un- 
hampered expansion we can observe most clearly the basic 
institutions of that specific mode of production. They are no 
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longer struggling against survival values, nor are they as yet 
forced to take on warped forms because of difficulties and 
rigidities which develop organically in later phases of their 
life span. 

As far as our own economic institutions are concerned, this 
period falls into the last part of the eighteenth and the first 
part of the nineteenth centuries, and it is in order to show in 
their highest degree of clarity and their lowest degree of com- 
plexity our present-day economic institutions with special ref- 
erence to the function of money that we have chosen this 
period for the starting point of our analysis. 

Economic thought or theory constitutes that human activ- 
ity by means of which the active members of the economic 
process attempt to cope with the particular problems pre- 
sented to them at that time. It has been a common fallacy 
among economists since J. B. Say to believe that economic 
docttincs develop in vacuo. Recently some economists have 
lended towards the conclusion that economic doctrines, in 
order to carry meaning, must be related to the particular 
problem of the time in which they are created. John Maynard 
Keynes’s formulation of this point has already become classic: 
“The postulates of the classical theory are applicable to a 
special case only ... the characteristics of the special case 
assumed by the classical theory happen not to be those of the 
economic society in which we actually live.” 1 

This state of affairs does not mean, however, that there is 
no value in the teaching of received doctrine, and by “re- 
ceived doctrine” we mean Lhat which has been handed down 
from an earlier economic period. Quite the contrary is true. 
If we study received doctrine in the way proposed above, that 
is, as an attempt to cope with the concrete, contemporary eco- 
nomic circumstances, we shall be able to attain an invaluable 
insight into the necessary technique of coping w r ith our own 
concrete problems. Secondly, however, and even more impor- 
tant, is that an adequate understanding of our modern institu- 
tions presupposes a satisfactory knowledge of the historical 

1 Keynes, The General Theory of Employment , Interest, and Money , p. 3. 
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development of these institutions. The continuity of received 
doctrine, therefore, is not safeguarded in the way in which 
some of die economists of die past have tried to safeguard it, 
that is, by removing and separating the doctrine from eco- 
nomic reality; but it may be safeguarded by carefully anchor- 
ing it in the continuity of reality. 

With this general approach in mind we shall now attempt 
to present die historical background, Uiat is to say, the early 
stage in die development of our modern institutions. It is not 
our purpose to write a minute and complete history of eco- 
nomics. We aie going to stiess only the changing function of 
money within the general background of developing indus- 
trial society. 



2 • The Developing Necessity for a 
Monetary Standard 


T HE PRODUCIION AND EXCHANGE OF INDUSTRIAL COM- 

MonniKS T lie latter part of the eighteenth century has 
generally been called the age of the Industrial Revolu- 
tion. In the plot ess of the einantipation of labor, guilds for the 
protection ol handicraft weie the fust form of free labor pro- 
duction. The growth of production and the broadening of 
the markets necessitated an increasingly large application of 
capital. The latter was provided by the merchants, who, by 
means n( the “putting out” system, developed into industrial 
entrepreneur, that is, producer. The need for greater effi- 
ciency in production induced the transfer of the actual pro- 
due tne activity tiom the homes ol the workers into specially 
elected plants where industiial co-operation was possible. 
This period, commonly called the “peiiod of manufacture,” 
is the real cradle or the industrial mode of production. 

Dp to that time money functioned predominantly as a 
means tor facilitating the exchange ol finished products. Even 
in the "putting-out” svstem, the main interest of the capital 
investor was the same as that ol the ineichanL: the sale of the 
finished goods. II wc investigate the ideas about money cur- 
rent at that time, wc shall find that in the minds of the polit- 
ical economists the only pioblems seem to have been the ob- 
taining ol an adequate supplv ol money lor the purpose of 
exchanging commodities and the insurance of a relative sta- 
bilitv ol that numev bv inducing the authorities — in this pe- 
riod, the monarch*- — to abstain from debasing the currency. 
As implied, the medium cl exchange was exclusively precious 
metals. 

At the moment when manufacturing enterprise came into 
existence, an entirely new aspect of money began to develop. 
The small entrepreneur was now emancipating himself from 
the trade function. He pioduced and made his profits by pro- 
ducing, leaving the servicing of the market to the merchant. 
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The result was that a medium had to be created lor trans- 
ferring the profits made in trade to the eiuiqneneur for the 
purpose of investment. 1 This was the more necessary since 
competition forced the small-scale entrepreneur to expand, 3 
and the rate of expansion was far outdistancing the profits of 
production available for reinvestment. At the same time, the 
merchant was interested in an increased volume of output as 
well as in a place to invest his prolits. 

If we want to make, at this stage. a first attempt to define 
the function of money, we can sav that the function of money 
depends upon the diameter and the relations of the particular 
factors of the economic process for which it serves as an inter- 
connecting link. We purpose to understand money always by 
what it does, never by abstractions which on the surface seem 
10 be similar lor diffen 111 periods. It should already he clear 
at this carl) stage of our inquiry that ihcie is little connec Lion 
between the function of money in mercantile sew iety and the 
lole of money under the conditions of industrial production. 

This point will piove to he ol importance, since we shall 
see that in the development of inclustiial institutions the con- 
crete relations ol the productive process seem to recede in- 
creasingly into the background and tlieiewiLh into the sub- 
conscious ol the economically acting individual. However, 
since to the small-scale enttepreneur ol the outgoing eight- 
eenth century money was simply a means ol payment for the 
factors which he needed foi pi culm lion, we do not need to be 
concerned as yet with the fetish character of money. Money 
was at that time a means to an end and had not yet appealed 
as an end in itself. 

1 Approximate amount of capital nee c tsars foi ihe selling up ol enterprises 
is given in Description of All 7 radrs, anonsmous lot Birmingham hardware, 
£500 to £2,000 (ibid., p. 18); for fire-engine makers, £',00 (ibid., p. 172); for 
potters, £1,000 (ibid., p. 173). 

3 The difficulties in lire securing of capital could not be overcome at that 
stage of the development b> creating joint stock consumes. Adam Smith saw 
correaly that the “only Hades which it seems possible for a joint-stock com- 
pany to carry on auccesslully . . . aic those of which all die operations me 
capable of being reduced to what is called a routine’' (Adam Smith, The 
Wealth of A’afionj, II, 246), and in the enumeration of such trades Smith im- 
plies that ordinary manufacture had not e\cn at his time advanced to this 
stage. 
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the necessity for a monetary standard As a direct reflec- 
tion of the changes in the productive process, we observe dui- 
ing this period a change in the character of the markets in 
which the commodities produced were being sold. Though the 
character of the commodities sold in the form of consumers’ 
goods did not seem to have changed very much, the consumers 
themselves had changed radically. Mercantile exchange was 
relatively simple in its dealings, which were predominantly 
with large individual consumers, merchants in other coun- 
tries, the corn ts, the army, the cities. Such unimportant retail 
trade as then existed was also covered entirely by these mer- 
chant houses. These conditions were changed completely by 
the creation of the industrial laborer as consumer. The large 
masses of people in the preceding period had partaken of trade 
only to the extent of purchasing the absolute necessities of 
life: salt, spices, simple tools, and so forth, the bulk of their 
consumptive needs being satisfied by the products of their own 
agricultural or semi-agricultural activities. The transplanta- 
tion of the worker from ihe “put ting-out” system in his own 
home to work in factories in the cities and the consequent tre- 
mendous growth of the cities created an entirely new type of 
consumer demand, which in its relative complexity made new 
demands upon the type of money which was needed to accom- 
plish this increasingly complicated distributive mechanism. 

In the dealings between large met chants, precious metals 
could easily be weighed. While the demand for relative stabil- 
ity of currency, that is, coins of stable weight, had been voiced 
already in the preceding period, changes in the weight of 
coins and therewith in the value of the medium of exchange 
tended to bring about much more devastating consequences 
in the new type of market. 

The result of this development was the gradual formulation 
of a demand for a generally acceptable standard of value. All 
participants in the productive process, including its guardian, 
the government, had to be made to adhere to this fixed value 
under threats of mutual reprisal. 
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bimetallism We have indicated above that any medium of 
exchange can be explained only in reference to its proper his* 
torical and functional setting. From the time of the revival of 
trade to the nineteenth century, both gold and silver were 
used as media of exchange, It must be stated emphatically 
that this fact alone does not constitute the conditions for a 
bimetallic standard, “as a bimetallic standard needs for its 
efficient working certain definite conditions. It is a system in 
which the movement in or out of die country of an appreciable 
quantity of either metal can affect the value of the monetary 
unit, and in which, when one metal moves out, the other 
automatically moves in. The unit of currency must be ex- 
changeable for both metals and both metals must be ex- 
changeable for the currency, at fixed rates and in unlimited 
quantities.” 3 As these conditions did not exist to sufficient 
extent up to the end of the eighteenth century it would be 
fallacious to speak of a "bimetallic standard” during the pe- 
riod of prevailing trade capitalism. Only after the develop 
ment of small-scale industry with its resulting creation of a 
home market demand represented by wage laborers as well 
as with the increasing need for capital goods, do we observe 
conditions of sufficient integration for a generally valid stand- 
ard of value to be at all possible. It will be our objective now 
to ouLlinc more specifically these conditions. 

Fundamental to the working of a monetary standard is the 
possibility of an automatically working production mecha- 
nism. This mechanism was gradually provided by a developing 
free competitive economic system in which the growth of the 
small-scale entrepreneur and of the home demand offered 
such a basis. The close interdependence between producers 
and consumers insured that any changes in the value of the 
media of exchange would be communicated immediately to 
the whole market, and by "market” we mean by this time na- 
tional markets rather than local markets. 

With the growth of national industry in England, the rela- 

a Feavcaryear, The Pound Sterling, p. 19. 
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tions with other nations (especially Holland, but also with 
France and Germany) became rapidly regularized. Of the 
many fascinating aspects of the early development of capital- 
istic foreign trade, we shall mention a few that are pertinent 
to our problem. Perhaps the most outstanding change which 
the growth of industry brought to England was the change 
from exporting raw materials and importing finished goods 
to the reverse process. Exporting finished goods, which, under 
the heavy lire of public opinion and government support, 
tended to create an ar ti\e trade balance, increased the volume 
of piccious metals available to English industry. England was 
vei } m lull in need ol stub an increase in the physical volume 
of its media ol exchange, because the lack of precious metals 
compared to the increased volume of output of industrial 
commodities tended to depress prices for the latter without 
stimulating additional cxpoits; for production depended on 
the availability ol law materials and labor rather than on a 
market demand, in this case an inc tease in the foreign de- 
mand. 1 lie lesult ol insufficient exchange media was that the 
expansion of industry was delayed and the raw materials 
needed in addition to those available in England could not 
he bought in sulfic ient quantities. 

Two metals weic at that time especially fitted to serve as 
media of exchange: silvei and gold. Silver existed in greater 
amounts, especially because of the intensive operation of 
mines in New Spain. Child was scan or, and because of its 
sc at city, it could not have served as the sole means of ex- 
change during this period. Even combined with the existing 
silvei supplies lime was haiely a sufficient quantity of both 
nuials to satisly the existing industrial and meuantile needs, 
Bimetallism, therefore, constituted a compromise on the part 
of the authoiities concerned lor the establishment of a rela- 
tivelv stable means of exchange. 

We pievionsl) pointed out that bimetallism could not exist 
as cailv as the thiitcenth and fomteenth centuries because 
there did not exist an automatically working relationship. 
The basis for such a mechanism was cieated in the rapidity of 
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the interacting commercial transactions. If any one of the 
metals was overvalued or undervalued, the commercial trans- 
actions created an immediate reaction upon the other metal. 
This explains why bimetallism, as an authoritatively set up 
monetary system, was ciented in the United States and in 
smaller European countries rather than in England. Only 
where there were causes for continuous discrepancies between 
the two metals on the basis of an outspoken scarcity of either 
one or both of the mstals do we line! the creation of a govern- 
ment-seemed standard of value by linking both metals in a 
definite ratio. 

The development in England illustrates the point made 
above. England’s ttade expanded (lining the seventeenth and 
eighteenth cenLuiies, and with it the need for an inn eased 
volume of turremy. The silver flowing fiom America into 
Spain found its final destination in evci-gicaier quantities in 
the colfeis ot the meithanis ol England, enabling them not 
only to facilitate their transactions but also to satisfy the in- 
creasing need for a cuircmy in small denominations. In the 
second hall ol the seventeenth century the trade with the 
East began to grow cxtiaorrtinaiily. The East India Company 
flouiishcd on the basis ol these new trade relations; their 
peculiar chaiactci was to have an extiemely great influence 
upon the development of the English currency s\stem. The 
main difficulty with ihis Hade, whose economic character we 
may describe as one of the last revivals of trade capitalism, 
was that while England developed increasingly a taste for the 
wares of India, the Indians showed little dcsiie for the pur- 
chase of English goods, especially English woolens. 4 The de- 
ficiency in the balance of payments in this trade was made up 
by the East India Company, whose exporL of silver, for which 
India showed an increasing demand, tended to relieve Eng- 
land of an excessive pressure on the ratio between gold and 
silver by dcpiessing the price of silver. It is highly interesting 
to see how England, through this historical accident, was able 
to preserve a working balance in her bimetallic currency. 

* ibid., p. 139. 
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While the East India trade offered an outlet for the surplus 
of silver, the developing manufacture in England was able to 
dispose of its output in Europe in exchange for considerable 
quantities of gold. 

When Newton became Master of the Mint, silver had be- 
gun to show a tendency toward undervaluation with the re- 
sult that small currency began to be scarce. When after the 
war with France gold began to flow into England, the govern- 
ment decided to deciease the price of the guinea, although 
the reduction in value to 21 shillings was not quite enough to 
offset entirely the overvaluation of gold. The result was a 
complete disappear ante of all full-weight silver coins; 5 for 
all practical purposes gold supplanted silver as a standard of 
value, England thus "did not establish the gold standard by 
any conscious and deliberate ,ui, and it is doubtful whether 
anyone loresaw that it would establish itself.” 6 

To summarize, a monetary standard of value developed in 
England in the eighteenth century in terms or gold because 
the economic conditions created that standard. Silver re- 
mained in circulation to a certain extent, but it was valued 
according to the pric e of gold rather than as an independent 
medium of exchange. 


UlMl'l ALMSM AS A CO\snorM V IMROnrCI D GOVLRNMFNTAL 
monftaky si andakd I lu* setting of a government-secured 
ratio between gold and silver, that is, the establishment of a 
definite bimetallic standard, took place in the United States 
and France as well as in Latin countries. The colonial period 
of American economic development was characterized by two 
significant facts. First of all, America was taken into the Euro- 
pean economic system as an appendage, as a source of supply 
for the raw-material needs of the mother country. In ex- 
change, finished goods were exported to America. If any 
balances accrued in favor of England, tlrey were to be trans- 
ferred to England. Thus, there was no economic source either 
for the development or for the accumulation of money funds 

*Ibid> t p. 14a. a Ibid, 
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in America except in so far as America engaged in economic 
activities unrelated to the English economic system. 

The trade with Spanish America tv as here of outstanding 
importance. At the time of the War of Independence the pre- 
vailing means of exchange was the Spanish silver dollar, al- 
though the system of account was still the English one of 
shillings and pence. As there were no available sources of gold 
and silver in the United States or in the rest of North America, 
the young independent union was fiom the first faced with 
extraordinary difficulties in its attempt to establish a system of 
(uirency. This difliuilty was increased by the spontaneous at- 
tempts to introduce paper cintency, which met with disaster. 
The reason for tin’s will be discussed in om < hapiei on paper 
cmiencv. Hamilton’s recommendation to Congress to adopt 
a bimetallic stanclaid in 1792 constitutes, therefore, an at- 
tempt tu Ining order into the monetary chaos of the time and 
in doing so to use all the available metallic resources. The 
ice 0111 se to paper money was haried because of the circum- 
stances indicated in the unfortunate expediences of the pre- 
r ecling pc: i od. It seemed to the economic theorists of die time 
that it a latio between gold and silver were fixed, the auto- 
matic working ol the bimetallic standard would insure that 
all changes in the mat ket valuation of metal would lead finally 
to Readjustments. 

1 he ii c.hniqlt, or BiMMAi LisNf The arguments of the ad- 
vocates of bimetallism and the technique of the bimetallic 
standaid as imagined b) them weieas follows: Contrasted with 
the existing sennits of means of exchange, it was argued that 
two metals together would offer a broader base for currency 
and bank credit than either of them alone. The monetary unit 
was to he a weight of precious metals whereby one was re- 
placeable, in terms of weight, by the other. Both metals were 
full legal tender, redemption possible in either metal, and 
both freely exportable and importable. If such a standard, 
with a mint ratio expressing the approximate market ratio of 
both metals at the time of introduction, were to be adopted, 
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no danger was anticipated that either of the metals would dis- 
appear from the country- If, for instance, gold, because of an 
undervaluation in any country should leave that country, the 
scarcity thus created, invoked by the mint ratio, would pro- 
duce a rise in its price, while the inflow of that gold into the 
other country would create there a relative abundance and 
accordingly depress its price. Thus a tendency would be cre- 
ated to equalize the values of gold and silver in both countries, 
and any deviatory movements would always tend to come to a 
halt. 

I he assumption in such a theoretical argument is that all 
other factors remain equal. As far as the United States was 
concerned, it was soon found out that in economic reality all 
other factors did not remain equal. Thus, for instance, the 
scarcity of precious metals in England led to the legal pro- 
vision that Spanish dollais and other foreign coins could pass 
as legal tender as long as they were not below certain weights. 
As Spanish dollais had full weight, they were stopped by the 
Ameiican hankers and soon reappeared with a slight under- 
weight instead ol lull weight. Spanish dollars acquired in the 
West Indies against lesser weight American dollars w 7 ere 
inched down and presented to the American Mint, from 
which they eninged as an inn eased number of American 
dollars. 

Supervision of the coinage of silver dollars was a result, not 
a cause, of the difficulties in the bimetallic standard as found 
in the inequalities ol mint ratios in the different countries. 
France had decided to establish a bimetallic standard on the 
ratio of 15.5 to 1, while the American ratio w r as only 15 to 1. 
Only thiity-one vears later the latter ratio was changed to 
approximately 1G to 1. In Fiance the bimetallic standard had 
in practice been established in 1785. 1 lie coinage ratio of 15.5 
to 1, legalized in 1803, expicssed approximately the market 
ratio at that time. Soon, however, the silver became over- 
valued, and in Ameiica as well as in France silver was im- 
ported in large quantities. A reverse movement set in only in 
the late 1840 s. after the discovery of new gold supplies. 
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France, as well as America, was thus, prior to the increase in 
the gold supply, practically on a silver .standard, demonstrat- 
ing that the attempt to broaden the currency basis by arti- 
ficial!) linking two metal commcxlities had met with lailnte. 

coinage We dealt in the pi e\ ions paiagraphs predomi- 
nantly with the problem of monetary sundauls, and before 
that with money in its exclusive aspec t as a means of exchange. 
This was done in oidei to make it clear that the economic 
function of money cannot be denved ditectly ft 0111 the par- 
ticular plmical foims. 11 we aie going to deal now with con- 
crete forms of the means of exchange, that is, fust with coins 
and in the following chaptei with papei mono, w r e want to 
make it 1 leai again that ilie economic function of these physical 
means of p,i\ments can he domed onlv horn their diaiac tei as 
tom much lies, which, because ol < ei tain 1 haiacteiistic s are able 
to facilitate the exc hange * >1 all otliti < ommodities. 

It has become commonplac e to ider in any histoiy ol money 
to the etymology of out monetary temis. Hie tenns ‘ capital," 
Tee," am 1 "pec 1101.11)" in Fnglish, like the trim Tublc” in 
Russian, are said to ha\e been deti\ed horn teims lot cattle. 
Innumeiable examples undoubtecll\ can be cpioted in suppoit 
of the contention that cattle at ceitain times scived as a means 
ol exchange *. 7 Aside bom cattle we find cow lie shells, hors, tea, 
peal Is, knives, cloth, hides, and an endless art ay of other com- 
modities used as means of exchange. The impoilant point 
hen* is that each panic ular lonn ol means of payment bote 
a direct relationship to the type of pioduction in which it 
functioned. Early Ameiican history is espcciallv lhh in ex- 
amples showing the validity of such a genciali/ation. Thus, 
for instance, wampum was a peifect means of exchange for 
the Indians, "being a product of labor and subject to the law 
ol supply and demand." s It sc rved as a means ol exchange for 
the colonists as long as their trade consisted mainly of ex- 
change with the Indians. With the decline or the Indian 

7 I or example, Iliad Book win. 

8 Garis, Principles of Money , Credit , and Banking, p 19. 
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beaver trade, this medium of exchange began to disappear, 
and beaver pelts themselves became the standard among the 
white trappeis. 9 In othei places othei ( ommodities were used. 
In New England we find musket bullets passing for a farthing 
apiece and acknowledged as legal tender at the current price, 
while in South Caiolina rice perfoimed the same function 
Virginia used tobacco for this put pose. 

1 he increase in the number as well as in the velocity of 
transactions made it desirable to have a means of exchange 
which was more easily divisible, more easily transportable, 
and less perishable than any one of the commodities here 
mentioned. It was found that metals have these characteiistics 
in the highest degiee, of copper, iron, tin, silver, and gold, the 
two latter gradually developed into a predominant position, 
because they were sufhciently scarce to reduce the actual 
weight in the exchange transactions to a minimum. 

We have relcrred above to the i elation between silver and 
gold in England in the seventeenth and die eighteenth cen- 
turies. 1 he disappearance of silver and the consequent short- 
age of money of snullci denominations for purposes of ex- 
change had led to considerable impoit of less valuable foreign 
coins and to the production of counterfeit pieces. It is intei 
esting that these counteifeit and loieign coins did not in- 
lluenc e the value ol the cuiicncy, since they assumed the 
function ol token money, that is, means foi fractional pav- 
ments, thus mcrclv filling the gap which the disappeaiance of 
silver money had cicatcd. 

1 he guat ditlu ult\ w itli the token lnonev w is Us regulation, 
especially because the technique of coming was but slightly 
developed When between 1717 tir) d 1711, the government 
coined copper for small denominations, copper soon began to 
disappear, as silver had disappeared Adam Smith suggested 

» An inifte'iing development at this time was the nitioduujon of a "super 
fUncUuT known ah the I’ltw [ he ‘ Hew ' was an exception illv fine beaver 
skin possessing a supenonts so <asil> iccogni/cd that it brought a pieinium 
in exchange The etvmologv of the term is interesting and simple It was 
merely a phonetic spelling on the pait of the Wruan tiappers of die 
Trench woul plus whub was used hist in this connection hs Lhe Canadian 
trappers of Irench origin 
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increasing the price of silver and making it legal tender only 
in payments up to one guinea. 10 In France and elsewhere in 
Europe the same difficulties were encountered. 

PAPER MONEY AND THE EMERGENCE OF COUNTRY BANKING 

With paper cunency more than any other form in which cur- 
rency had appeared up to that time there was a temptation to 
forget that all money is only a means of exchange and as such 
bound to a definite system of production . Most historical 
accounts of the development of money refer to long gene- 
alogies of the bank note, the draft, the bill of exchange, the 
letter of riodit, and in their quest for origin stop only short 
of prehistoric times. While it is probably true that certain 
forms developed in ceitain peiiods of history have reappeared 
in oLher periods of history, it is important to realize that the 
f mu uons of these forms changed radically. 

In the period with which we aie mainly concerned line, 
that of England at the time of the Industrial Revolution, we 
Jmd that two separate systems of paper cunency were in use 
and that little occasion existed, at least in the beginning, for 
them to doss eat h othei’s paths. I he bank of England was 
founded in lficjj for the double pm pose ol pioviding the 
government with an cflcc Live instiument lor public loans, and 
to serve the London men hauls as an investment and exchange 
institution. 11 I he impmunt thing to keep in mind line is the 
character of the trade in which the London merchants weie 

< f> Smi(h, Wraith of Sat ions, 1 , 2u 

I* Antitrades, History of the Hank of l upland, I ra\c\ii\(\»i , 'the Pound 
sterling, VV. 1 . C. King, History of the London Discount Market , Cod 
fit'), A Brief Account of the Intended Hank of England An Appeal to the 
People of England , the Public Companies and Monied Intern ! * on the lie 
ntual of the Charter of the Hank A Gentleman of the Bank, The Hank of 
t n gland's Fade Mecmn, oi , Sure guide ... in irhifh evtry office, place, and 
manner of frroruitng notei of sort for cash is distinctly described. 

Committee of Secrecy, Report, 17^“, Committee of Smcq, Report feb. 2 6, 
Atkinson, Coruidei alums on the Pmputty of the Hank of England Re 
suming Its Payments in Specie, I he H ink the Stork I \change - the Bankers 
-- ihe Bankers Clearing Housr — the Minuter, and the Puhhr, Veiax (t.e., Rich- 
ard Gloom), The Bank of England Defended , m The Principal Cause of the 
High Prices Demonstrated, Veres, 7 hr Hank of Fngland from Within ; Ica- 
vcaijcar, Banking and I inante m Europe arid U.S. 
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engaged. As we have mentioned before, England experienced 
at that time a last wave of trade capitalism, that is, an economic 
system predominantly interested in the transfer of commode 
ties and, at least as fat as London was concerned, interested 
only in a secondary degree, if at all, in the production of the 
goods in which they were tiarling. This was possible only as 
Jong as production continued on a handicraft or semi-handi- 
crafr basis. As soon as the yield of the putting-out system 
began to limp behind the needs lor new production and steam 
power ieplac ed the power of human hands, larger investments 
became necessary not only for the payment of wages but also 
for raw material outlavs which would be returned to the 
merchants financing production after the manufactured prod- 
ucts wue sold. TJieie weic in addition ne w machines bought, 
whose value in tlu form of depreciation charges was returned 
to the mvcstoi onl\ ovei a long period of time. 

d he other aspect of the plot ess shows that concentration 
of labmcis nuclei one roof, necessitated by the introduction 
of machines, had transplanted the woikc 1 into the towns and 
thus lemoved him fioiri the scmice o( a large part of his in- 
come, the land Supplies \ huh lie thus fen lei ted had to be 
replaced In increased pun liases in the towns, and ihc process 
of deinottaii/ing demand, which we have reiened to previ- 
ously. ru u\cd a decisive impetus. Wlreie was the means of 
exchange lor tlu multitude of these transac tions to conic 
from? Frevioush the mtuhnnt had given the handicraft man 
the raw mateiials \ow lu hid to enable the pioducus to buy 
machines and to piv ihc increased niunbci ol workers, the 
latter now whollv dependent upon their remuneration for 
the ic-< real ion ol tluu energies We have lcfcned above to the 
state ol coinage and to the avuilalnlitv of precious pretals. We 
have to add now that while trade capitalism had concentrated 
in London, new production was necessuih developing in the 
country. Here the absence ot adequate means ol communica- 
tion and transportation would have decreased the usefulness 
of pi ec ions metals even il they had been available. Land 
transport was still being earned on by means of pack horses. 
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The first coach road reached Liverpool in 1760. When the 
traffic in goods increased, the greater part ol them was sent 
over canals, the building of which had begun by 1720. 12 The 
way out of this difficulty was found both in the close co- 
operation of the country merchants and the producers and 
in Lhe increased volume of purchasing transactions per unit 
of money. Merchants were able to grant credits to the pro- 
ducers, but the form of Lhese ri edits had to be such as to 
enable the producers to pay ior their machines as well as 
to pay the wages of their laboreis. To fill this need country 
banking and paper money of small denominations came into 
existent 

l he paper monc) thus created lias to be definitely distin- 
guished from Lhe bills of exchange which trade capitalism 
had developed earlier. Hcwve\er, even the latte r began to take 
on new characteristics. With the development of the trade 
between Liverpool and Boston and Philadelphia, which was 
considerably aided by the greatlv inn eased risk on the South 
coast of England because of continuing wars, the center of 
large-scale nade began to shift away Irom London. The at- 
tempts of the London merchants to retain their predominance 
was leflected in the struggle betw een the Bank ol England and 
the banking houses in the pro\ inc es engaged in this new trade. 
The regularity of the Liverpool trade made it possible to 
einplov the bill ol exchange, 11 and, because of (his, Liverpool 
was able to make itself independent of the bullion arcunm 
latcd in London. This antagonism between the two types of 
trade, or lather production, is thus behind the “battle of 
bullion \crsus bills.” 

Thus, the development of paper money, the coining of 

12 Hughes, Liverpool Brinks and Bankers; a history of the circumstances 
ninth gave rise to the industry, and of the men who founded and developed 
u, pp. 4-5. 

13 Phillips, A History of Banks, Bankers, and Banking in Northumberland, 
Durham, and North Yorkshire. 

l *The periods over which the hills ran varied peatlv, according to the 
length of the so)ap*s of lhe merchant ships, (torn 90 da>s siphr to month 
date. Generally these hills would he drawn againM commodities. Such bills 
were frequently sold by public auction (cf. t Hughes, Liverpool Banks and 
Bankers, p. 41). 
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metals, as well as the role and the movement of precious 
metals, can be understood only through their function as a 
means of exchange within the economic mechanism of a given 
period. 



3 • The Genesis of Banking 


U p to tliis point we have followed one aspect of the de- 
velopment of money, as a means of exchange, and pre- 
dominantly for finished goods* It has been indicated, 
however, that the developing intlustiial system created some 
new needs which money had to fulfill. In the preceding period 
of relatively pure trade capitalism, production was carried on 
by means of handicraft labor. The tools needed in this pro- 
duction were provided by the master and in most cases were 
produced by the master’s establishment. With the change 
from handinaft to manufacture, and especially fiuin manufac- 
tuie to small-scale industrial enterprise, increasing division of 
labor brought on the m ed for the creation of producers’ goods 
industries. 

industrial credit The resuU was that in order to begin 
pioductive operations an initial capital became increasingly 
necessary . 1 This was needed, fust, to buy the machines needed 
for production and, secondly, to pay wages until the time 
when the murn on the goods sold should begin to flow back 
to the enterprise. With the division between tiade and pro- 
diution, the need for a new source of this capital became in- 
creasingly felt. It can be observed thaL historically the inven- 
tions which (haracteii/ed the beginnings of the Industrial 
Resolution coincided with the fust formulation of Lhis prob- 
lem of obtaining necessary money capital in the monetary 

1 As to the size of ihe volume of capital existing; then, various estimates 
have I wen made (see Sir R. Giflen, The Growth uf Capital). .Sir William 
Petty belieied the total capital of England in 1679 to be about 250 million 
founds, computed on the basis of a national income of 40 million pounds, 
Ihoressor W. R. Scoit (The Constitution and finance of . . . Joint Sto(k 
Companies to 1720, I, 2G5) computes the rate of growth of this capital as one 
and one-half million pounds per \ear, i.r., i) y £ percent, which nearly coincides 
wuh the estimate of Gregory King foi the year j G 64 (u/ ( peiccnt). The pait 
assessed to manufacturing capital was verv small: 31 million pounds out of 
the total of 250 million pounds. The reliability of these figures is, however, of 
a rather doubtful chaiactcr, as especially the figures for manufacture and 
trade may have been underestimations for the purpose of protection “from 
the hands of the rapacious lax gatherers" (Lend, Capital and Steam-Power, 
K5°~i8oo, p. 62). 
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theory of the “Invisible College, 1 ’ for example, by David 
Hume. 2 

The rate of economic expansion in this period had left the 
rate of increase in the volume of precious metals far behind. 
The advantages of machine production were too obvious, 
however, to be left unused because of this scarcity. The 
markets were there, and all that was necessary was to produce 
the commodities. It was under these conditions that credit in 
the ionn of hank notes was created. The merchant who was 
acquainted with the market conditions was willing to help 
the producer with the process of production in his own — the 
merchant's' — interest. The producer needed to acquire raw 
materials and to [jay wages. To satisfy the merchant's need for 
monetary facilities for acquiring wholesale raw materials, the 
already existing bill of exchange began to serve this new pur- 
posed For the payment of wages the local merchants issued 
notes on their own credit in favor of the producers. 4 These 
notes were more readily accepted by the public than notes 
which the individual fac tories might have issued, because the 
merchant houses were better known. Although anyone “who 
could persuade people to trust him, was at liberty to issue 
paper o( the nature of bank notes, and as much of it as he 
pie iscd. ... A hundred years ago there was no weekly draw- 
ing out ol the bank of what was wanted for wages 
There “arose a class of man, trader or merchant, who acted as 
bankers to the community, still retaining a separate business. 
File date 1760 is not an exact, but a conxcnient, date to indi- 
cate the peiiod of the rise of hankers." “ Moreover, “no bank 
came into existence as such all at once." 7 Another reason for 
the issuing ol notes by the merchants can be found in the often 
neglected fact that by means of these notes they were able to 
obtain control oxer the goods produced. As the basic indus- 

^ St*€ pp. |(V 52 , In. a Sec p. ati. 

«‘Tapei, irpicsentiiig amounts uhii.li no one would unlay think of paying 
except in coin, was die limmciei's medium in jlmost all oidinary Hade 
(1 ansae l ions, and people woie glad to lusc it’* (see Gi union, Manchester 
Banks and Bankets, Historical Biographical and Anecdotal , p. 32), 

8 find , p 33. o Hughes, J.ivnpool Banks and Bankers , p. iv. 

7 Ibid,, p. vii. 
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tries in England were located in the country, the development 
which we describe here is generally known as “the develop- 
ment of the country banks.” As early as August, 1755, Bell, 
Cookson, Carr, and Airey, of New Castle, later known as Sir 
Matthew White Ridley and Company, weic issuing their own 
notes. 8 These early banking transactions were carried on in 
some obscure corner of the still-prevailing merchant business. 
A “substantial portion of the business consisted in ihe dis- 
counting of small acceptances and promises-to-pay.” 9 The 
increasing needs for credit soon made it necessary for these 
hanking mei chants to establish connections with London 
bankers on whom they could draw. Smaller mere hams asked 
laiger merchants who had been able to establish such con- 
nections with London to accommodate them thiough the 
accounts which the latter had opened with their well-estab- 
lished reputations. The discounting and the negotiating of 
bills, of which wc shall speak in more detail below, was soon 
added to the transactions of the banking departments of the 
merchant houses. In a short lime the latter found that they 
were carrying on in this one department a volume ol business 
which in many cases began to dominate the original trading 
aspect of the firm. Another step in the development was 
reached when these departments finally grow independent, 

8 i History of Banks. Banians, and Banking m Northumberland, Durham, 
and North Yorkshire, p. 24. Or la give another vr\nl example of this ptocess. 
"Before the commencement of 0111 local banking, Manchester had become a 
great centre for the advantageous disposal nf agricultural produce [i.r., when 
the crowding of people into factories, and that is into towns had begun. 
KHNJ. The Lancashire and Cheshire faunas, and the Yorkshire graricis very 
particularly, were accustomed to tome here in their strength. Coin being 
scarce, like other counliy dealers of the period, thc\ paid and received the 
heaviest pail of their accounts in papa -money. After 1770, on arrival in 
Manchester, they resorted either to one of the banks ... or to some friend 
"ho would help them after hanking fashion. This friend was often the land- 
lord of a tavern, the bar-pailour serving as a kind of a primitive clearing 
house. . . . Here the various notes and drafts were sorted and exchanged, 
the landlord assisting with roin, and finding an excellent opportunity for 
doing a lit Lie discounting the while he supplied nicotian and congenerous 
sources of comfort. . . . Mr. Thomas Mot tram was such a landlord. Owner 
of the Fox ‘a celebrated old house nf call/ 1810, he acquired an interest in a 
cotton factory, becomes a banker purely and solely/’ — Grindun, Manchester 
Banks and Bankers , pp. 71-71. 

B Gnndon, Manchester Banks and Bankers, p. ga. 
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either by separating from the original merchant business or 
by eliminating it entirely. 

The size of such country banks was necessarily limited. By 
the Act of 1708, which renewed the charter of the Bank of 
England, the number of partners in all other banking firms 
had been limited to six. In the face of the increasing capital 
needs, this limitation became a serious handicap in the de- 
velopment of country banking. 

| antes and Jonathan Backhouse and Company are perhaps 
typic al of the development of such country banks. James and 
his son Jonathan were originally linen and worsted manu- 
facturers in Dailington. They had extended to traders, manu- 
facturers, and farmers of their neighborhood the various 
accommodations of a banking business, until they established, 
in 177*}, a regular bank. The first note issue was restricted to 
onc-giiim-a and live-guinea notes. These were followed by 
notes for one, h\t\ ten, and twenty pounds. By careful regula- 
tion of ihcii stoc ks of specie, they were able to handle all their 
business and to withstand the runs on country banks which 
were not inheejuent during this pioneer stage ol banking de- 
velopment. I hcv finally established blanches in Sunderland, 
Durham, New Castle, and Stockton. 10 

One e again we rail attention to the fart that the notes issued 
served predominantly the local needs of a growing industry. 
Thcv weic issued on the basis of the confidence of the local 
public in the older merchant houses and, conversely, because 
of tfie confidence of these merchant houses in particular in- 
dustries. It is therefore irrelevant to observe that the Bank of 
Fngland had been issuing notes ever since its foundation in 
t6c)j. This hank and its notes could not possibly fulfill the 
function of the notes issued by the country banks, because 
branches of the Bank of England did not exist until much 
later in the counti\, and without close contact no such note 
issue on the basis of an intimate knowledge of the actual eco- 
nomic conditions could have taken place. Secondly, and more 
important, is the point that the notes of the Bank of England 

Ibid , p. 131. 
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were fulfilling at the time of the creation of the country bank 
notes quite a different function from the one which we have 
ascribed to the latter class. 11 

The volume of the notes issued by the country banks was 
delimited only by the needs for credit on the one hand and 
the ability to rediscount them if necessary on the other. Specie 
was important only in times of stress, when, in a run on the 
banks, the public among whom the notes were circulating 
wanted to see “real values/ 1 though “in the times of the un- 
reasonable and unreasoning occurrences called ‘panics/ it is 
not so much the holders of notes w ho do the mischief as the 
depositors, and these now behaved like lunatics'’ (that is, 
1797). 12 Otherwise, specie was only necessary in small amounts 
to meet the average daily needs. The subscribed capital of 
most of the banks was necessarily limited because of the 
restriction in the number of partners. No legal limitation, 
how r ever, w^as put on the volume of notes issued. 

Fiom the statements made in the time of the panic of 1793, wc 
learn that the collective issue of four of the New Castle bulks was 
230,000 pounds (an average of 62,500 pounds each); that tin Dur- 
ham bank (Mills Hopper and Company) had an issue ol 31,120 
pounds, and Messrs. Bell, Woodall, and Company, 25,000 pounds. 
Besides the four New Castle banks mentioned above there were 
eighteen issuing-banks carrying on business at this time. If w r e 
estimate that they had an average issue of 25,000 pounds each, 
which would certainly lie within the maik, we reach a note issue 
of 450,000 pounds; if we add to this the issue of the four New 
Castie banks which is known to have been 230,000 pounds, there 
appears to have been a total of 680,000 pounds of notes in circula- 
tion. 1 ® 

To repeat our earlier statement, the money thus created 
was not used in the first instance as a means of exchange, but 
as a means of creating the needed additional capital, the auto- 
matic formation of which, in absence of proper institutions 
and because of the still unfinished integration, was lagging 

11 See p. 15. liGrindon, Manchester Banks and Bankers, p. 76. 

18 Phillips, A History of Banks, Bankers , and Banking in Northumberland, 
PP- 57“59- 
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behind the demands of the expanding productive structure 
of the country. These new banks were therefore, as far as their 
aaual function in the process of production was concerned, 
primarily financing institutions and have to be distinguished, 
therefore, from eailier institutions of a different character 
for example, the Bank of England, the earlier goldsmiths, and 
the still earlier E'ugger Banks. 14 Until the time of the Indus- 
trial Revolution there had been no need for this new type of 
financial institution. Only now the power-driven machinery 
which had made large-scale production possible necessitated 
tire oeation of short-term credit. One reason that these bank- 
ing institutions developed in the country lies in the tact that 
the lack of adequate means of communication still separated 
the centeis of production horn the money market of the 
Trade Era in London. More important, however, is that the 
London bankeis would not have been able to supply the needs 
for discounts, since they administered only the spaie cash of 
the mei chants and the rents of the landlords. 

Aside from the industrial function of these ncw r banking 
institutions, agiicultme developed an increasing need for 
capital investment hum the outside. 1 he new piogiain of 
intensive agriculture, necessitated by the rapid development 
of huge populations concentrated in the industrial aieas, re- 
quired means which hardly could be supplied from the rent- 
income ol the landowneis. Here, again, the local banker knew 
the local agricultural pioducer and was in a position to satisfy 
his capital wants. Wc can sum up, then, by saying that the 
country banks “were in the main the offspring of the Indus- 
trial Revolution/' 1(v 

We have said previously that the function of the Bank of 
hngland and the London banks in general was quite different 
from that of the country banks, but this functional difference 
did not prevent Lire acts passed in connection wiLh the ad- 
ministration and the policy of the Bank of England from hav- 
ing a considerable effect on the country banks. We have 

, 14 JOrhartLs, The Early History of Banking in England ; aho Ehrenberg, 
Capital and ftriumr in the Age of the Renaissance. 

lfl Ica^caiyear, The Pound btetUng, p. i^g. 
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already referred to the fact that the Act of 1708, limiting the 
si 7c of all banks except the Bank of England to not more 
than six partners, proved to be a serious handicap in the 
development of country banking. This was even more true of 
the acts subsequently passed. The country banks flourished 
under the Bank Restriction Act of 179O for the reason that 
while the Act was in effect payment of cash lor notes was not 
compulsory. This expansion was curbed by the Act of 1804, 
which limited the life of a country bank note to three years 
from the date of issue. To understand the passage of such an 
act and its subsequent change, we must realize that the prog- 
ress in the industrialization of the country made itself felt also 
in the improvement of the means of communication, The 
close contact between the country bank and its clientele was 
seriously threatened by the growth of the country banks and 
the extension of their scope of business far beyond that sphere 
which previously had been determined by the absence of 
means of communication. The tv pc of confidence which had 
resulted from the close contact between the country banker 
and the producer-clientele was thus disturbed, and the note 
issue became again temporarily insecure until new and ade- 
quate institutions were developed. 

The increase in the scope of country bank business, how- 
ever, proved to be the most effective check on its own expan- 
sion, Country hanks were built upon capital invested directly 
by the owners of llic bank. The increasing needs for bank 
tapital could not be adequately supplied by these bankers 
personally. The time was ripe for the development of joint 
stock banking, the basis of which lies in the subscription of 
capital owned by people not pai tiripating in anv lespert in 
the management of the bank and intei ested only in the inter- 
est paid on the investment. We witness at this stage the birth 
of absentee ownership of bank capital. Befoie wo investigate 
further this structural change in the functioning of banks, wc 
will direct our attention to another aspect in the development 
of money in early industrial society, the development of com- 
mercial credit instruments. 
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commercial credit We have already referred to the fact 
that the increase in industrial output was not only accom- 
panied by an increase in the volume of consumer demand on 
the home market, but also and necessarily by an increase in 
ihe volume of foreign trade. The Bank of England had been 
established as a purely mercantile institution. The economic 
function of the merchants who bought the initial stock of the 
Bank of England consisted in the transfer of commodities 
irrespective of where and how they were produced. In this 
connection it is of incidental interest to know that the charter 
for the Bank of England was granted because of the need of 
the government for new credits to insure the protection de- 
sired by the merchants. While it is true that during the early 
part of the eighteenth century purely mercantile business be- 
gan to decrease and the importance of the Bank of England 
was maintained because of its function as a credit-creating 
institution for the government, there is little evidence that 
the governors of the Bank of England realized that an entirely 
new money function was developing in Liverpool in its trade 
with Philadelphia and Baltimoic, over which they had actu- 
ally little control. 

This “Age of Liverpool” 36 inaiks a definite change in the 
character of foreign trade. Beluic the middle of the sixteenth 
century English foreign tiadc had been staple trade, and its 
main problem had been to avoid changes in the value of 
money caused by the "dipping” of the coins by the govern- 
ment. Between 1550 and 1630 England developed the putting- 
out system, which enabled lici to begin the export of finished 
goods. The raw materials necessaiy for this pioducLion were 
available in ample quantities within the country. Between 
1630 and 1730 the pioductivity of Fngland increased because 
ot the concentration of production in manufacturing estab- 
lishments. The law matcnals needed by English industry 
began to exceed the lesourccs of the country and import be- 
came imperative. This gradual shift in the character of foreign 
trade has to l>e kept in mind if we wish to disentangle the 

iflNcuhohl, Ditnonarv, Debts, and Disarmament, pp. 16 ff. 
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otherwise confusing, if not contradictory, doctrines of the 
whole mercantile era. Up to the middle of the seventeenth 
century, the money problem in international trade consisted 
in the avoidance of too-rapid price changes because of the 
irregular increase in the value of precious metals as compared 
with the still slow but distinct increase in the volume of trade. 
With the increase in trade brought about bv the increase in 
output, the problem of money took on an entirely new aspect. 
Money was now not only a medium of exchange between Eng- 
lish raw materials and foreign finished goods but also a means 
for acquiring the necessary factors of production. It is at this 
moment that the possession of bullion receives significance 
for production. Acquisition of more precious metals meant 
now the ability to buy more raw materials, and to sell more 
finished goods meant to get moie precious metals. Selling 
more finished goods was possible only b) increasing raw ma- 
terial imports, and the larger these were, die less of the avail- 
able purchasing power for foreign goods was spent on the 
importation of foreign “luxury” goods. Concomitantly, it was 
advocated to keep wages, that is, the cost ol production, low 
so that the home-produced goods were available for expoita- 
tion. From these few principles we can deduce most of t lie 
prevailing theoiies on population, Lite effectiveness ol laboi, 
factory organization, taxation, and so forth. Most important, 
however, for the problem at hand, was the acquisition of for- 
eign purchasing power. 

The form of this purchasing powci de pended to a consider- 
able extent upon the concrete form which the tiade lelations 
assumed at a given time. Precious metals weie iequited only 
while the relations were still of an arbitrary and insecure 
character. To the degree that these relations became regular, 
we sec that the need for concrete money decreased more or 
less parallel with the continuously proven correctness of the 
anticipated payments. In the relationship between Liverpool 
and Baltimore and Boston, we can observe for the first time 
just how such a regular intercourse creates its own form of 
money, that is, the bill of exchange. It is true that bills of 



a8 THE GENESIS OF BANKING 

exchange had been used at various times in history, but it was 
at this time that they became an integral part of the economic 
process. On both sides of the Atlantic, but more especially in 
England, discount houses began to appear whose main func- 
tion was to finance this import of raw materials against the 
export ol finisued goods. These discount houses, plus the 
country banks, were the institutions characteristic of the first 
phase of industrial England. 

1 tie function ol the Bank of Elngland had been to provide 
the monetary mechanism fm piemanulacture and industrial 
trade traffic. 1 o the degree that this type of tiade traffic de- 
clined in inipoi Lance and the new foreign trade increased, a 
conflict had to develop between the discount houses and the 
Bank ol England, which was the more serious because the 
moucidi) function ol the Bank ol England had become in- 
creasingly allied with the lime t ion ol government. “London 
against Liverpool” means the st niggle ol bullion against bills, 
and the c mini lain e volume of the latter was a thiust in conse- 
quent e ol which the Bank ol England began to interest itself 
in the ttaflic in bills and the discount houses began to invade 
the London mono rnaiket. 



4 • The Quantity Doctrine of Bullionism 


M ercantilism and the concept of wealth In pre- 
ceding chapters we have referred to that preindustrial 
phase of economic development which commonly goes 
under the heading "mercantilism.” While in medieval times 
the soil had served as the focus for whatever economic think- 
ing did exist, with the progress of manufacture soil tended to 
be replaced and labor assumed increased importance. If, there- 
fore, we try to analyze mercantilist thought in relation to its 
concept of wealth, wc shall find that its definition centered on 
labor and expressed thus the main problem with which the 
production system was confronted. In this respect mercantilist 
Lliinkers did only what later economists have clone in their 
respective times. For instance, aftei the putting-out system 
changed into a relatively well-established factory system they 
presented the problem of relative scarcity of labor in the form 
of the theory of labor value, which, in comparison to the 
seemingly crude physical concept of labor of the mercantilists, 
amounted to an adequate and functional formulation of their 
main problem. 

The concept "wealth" always refers to the productive activ- 
ity of society. Production on an enlarged scale and on higher 
levels presupposed, however, that the necessary factors of 
production were obtainable. This was particularly true for 
Lhc period which piecedecl the intioduction of the steam 
engine. The most impoitant economic factor at the turn of 
the eighteenth century was die need for labor capable of pro- 
ducing manufactured products; labor still largely existed only 
in its dormant state of agricultural semi-seif labor. To make 
labor available for manufacture, it was necessary to transform 
it into free labor, that is, into a commodity which could be 
bought according to need and which had to be educated to 
be able to perform manufacturing services. The development 
in Russia so much commented upon in recent limes demon- 
strates well the difficulties confronting a semi-serf and agri- 
cultural society when it is in process of changing into an in- 
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dustrial society. The difficulties encountered in the process 
of re-educating labor were considerable, and we find the 
economists of the manufacturing period concentrating upon 
educational expositions, the enormous value of which seems 
to us difficult to realize. Again we observe that statements o[ 
the theorists aie made only after the material content of their 
expositions exists in social reality. 

In the difficulties which the expanding manufacturing 
economy experienced because of the lagging supply of its 
main factor of production we find determined the funda- 
mental position of what later was termed the ‘‘mercantile 
theory of investment.” By “investment” is meant here the 
process of employing available factors of production for the 
purpose of expanding that existing production. The problem 
of acquiring and transferring these factors of production, that 
is, the monetary function as such, was not overlooked, but it 
should be ileai 1} bi ought out that the need lor money capital 
in that peiiorl was secondary to the actual physical existence 
of the factors of production without which money capital 
could not change into investment. 

Jacob Vincr remaiked in his classical ciitical investigation 
into the peiiod of transition from mercantilism to industrial- 
ism Lint the confusion of the mercantilists has a tendency to 
persist in modern times. It may also be said that there is a 
definite trend in modem wi kings concerning the mercantile 
period to inject oui confusion about our own economic reality 
into the dilapidation of the earlier economic thought. It is, 
for example, of relatively small importance to point out that 
picvious investigators inio the development of the function 
ol money h:uc di\ ideal the history of mercantilism into two 
distinct periods. Vincr recounts as the reasons for such a dis- 
tinction: 

(1) that, before 1620. stress was put on the importance of a favor- 
able balance in each transaction of each merchant, whereas, in the 
later period the emphasis was on the aggregate or national balance 
of mule; (2) that, before 1C20, concern about the state of the indi- 
\idual balances was due to the anxiety that the country's store of 
bullion be not reduced , whereas in the later period, there was 
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anxiety that it be increased; (3) that, before 1620, the chief eco- 
nomic objective of trade policy was to protect the national cur- 
rency against exchange depreciation, whereas afier 1620, this was 
a minor objective, if a matter of concern at all; (4) that, in the 
early period, the means advocated and employed to carry out the 
objective of the prevailing trade policy were close regulation of 
the transactions of particular individuals in the exchange market 
and in coin and bullion, while in the later period the policy 
recommended and put into practice was to seek the objective of 
a greater stock of bullion indirectly by means of regulation of 
tiade rather than directly through restriction on exchange trans- 
actions and on the export of coin and bullion. 1 

It is perfectly true that many of the customs and legal re- 
strictions of the earlier period prevailed long after 1620, while 
others had been proposed, if not enacted and used eailicr than 
1G20. The difficulty is solved if we conceive of economic insti - 
tutions not only as being in flux but also as noL changing their 
legal superstructures and some correlative ways until long 
after the laws and the theoretical formulations have become 
obsolete. 

We have grown accustomed to recognizing the period of 
mercantilism by its concept of wealth. This wealth was pre- 
sented as being created by an excess of exports over imports. 
This doctrine meant in the early period of mercantilism that 
the gradual expansion of trade, originally made possible by 
the development of manufacture, encountered as its main 
obstacle the lack of a proportionally increasing fund of means 
of exchange. As has been pointed out previously, this relative 
lack of means of exchange was crucially important in this 
period, because the social basis for its alleviation by means of 
tredit did not yet fully exist. Credit, and that means in this 
connection also all kinds of fiduciary money, presupposes the 
existence of normal transactions: “normal” in this case being 
commercial transactions which take place regularly. 2 It thus 
becomes evident that in this pioneer stage of international 

1 Vincr, Studies in the Theory of International Trade , pp. 3-4. 

“The development within a country and between countries is not neces- 
sarily contemporaneous. The use of credit for the financing of national trade 
and production is noticeable in England in the early part of the sixteenth 
century; see Wilson, A Discourse upon Usury , pp. 43 ff. 
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trade-capitalism the merchants were not concerned with the 
relation between an existing volume of money and the value 
expression of a coexisting volume of commodities. To take 
such a position would have presupposed the existence of a 
generally adequate volume of money, that is, adequate to the 
volume of commodity-exchange to be transacted, and this 
money must have existed in the form of bullion because of the 
absence of any appieciable concrete possibilities for credit. 
The lact was that the pioduttive capabilities of England as 
well as the opportunities foi trade weie far outdistancing the 
available bullion. 

monev and INVESTMENT For whaL concrete puipose, then, 
was this bullion needed? The gradual growth of manufacture 
became very distinct in the sixteenth century. The outstand- 
ing problem was to secure the means with which to produce, 
that is, capital; especially since Ingland herself was poor in 
natural supplies of the precious metals. T he urgency of this 
problem in the torm of haul money as well as credit pervades 
the history ol prices and public linance of that time. The 
possibility ol disposing ol finished commodities abroad seemed 
to open to Higlancl a way Lo procure the bullion so badly 
needed for its pioduc lion. To accpiire wealth meant to be able 
to produce, and in order to ptoduce one had to be able to sell 
in order to receive the means for production. Here, as every- 
where, we find exemplified in a classical form ihe fact that 
histoiy does not pioceed in the torm of causal chains but as 
an inteidepcndenr piocess. 

Johnson lemaiks that 

Behind the doc nine that ciedit items in a nation’s balance of 
payments could be inti eased by exporting manufactured goods 
. . . lay a medieval theoi\ of value, that value can, should, and 
does inc tease in relation to the amount ol labor which has been 
expended in the impiovemcnt of commodities. 8 

He refers heie to the theory of the justum pretium of St. 
Thomas Aquinas. There is, however, litile connection be- 

■ Johnson. Predecessors of I dam Smith, p 30 1 
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tween the theory of St. Thomas, which was designed to ra- 
tionalize away the need for interest in middle Europe, and the 
beginnings of the theory of labor value, which was formu- 
lated in quite different circumstances and which referred to 
the fact that economic energy priced in terms of the necessities 
for its maintenance had assumed primary importance in the 
performance of production. We are here concerned with the 
means of transfer of factors within the process of production; 
while the argument of St. Thomas was used only as a vehicle 
to express the fact that to increase production, money capital 
was necessary for the hiring of labor and the buying of tools, 
as well as for the payment for raw r materials and the payment 
lor royalties. This necessary money capital could be obtained 
only by exchanging labor lor it. And it w as mentioned belore 
that this money capital took the form of bullion. As Viner 
said, “the mercantilists . . . wanted more money because 
they regarded money not merely as a passive means of ex- 
change but as a force, acting through its c iiculation from hand 
to hand, as an active stimulus to trade.” 4 'Flic identity be- 
tween money as a circulating medium and capital as a pie- 
requisitc for production is during this time a real one and by 
no means only a confusion. 5 Even in the various attempts to 
discuss the role of interest we find an interesting reflection 
ol the prevailing conditions surrounding the functioning of 
money as capital during this time.” 

The assumption of confusion in Lhe writings of the early 
mcicantilists arises mainly from the use (if a terminology 
which in its conceptual content refers to the period preceding 
mercantilism. The outgoing Middle Ages and the early period 
of mercantilism have in common a preoccupation with trade. 
An analysis w T hich does not Lake into account the fundamental 
difference in the character of Lhe trade in these two periods 
and in neglecting this basic difference takes the term “trade” 
to mean in both cases the same thing must necessarily lead to 
an apparent confusion, lhat is, lead to false conclusions. At 


4 Viner, Studies in the Theory of International Trade, p. 36. 
0 Cf, ibid., p. 31. e See pp. G8 fl. 
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the end of the Middle Ages the middle European merchants 
were predominantly carriers of oriental goods; they onl\ 
gradually took over the trading of European manufactured 
products. The consumers of the commodities in the earlier 
Hading were exclusively the courts, the clergy, the army, and 
to a negligible extent, if considered in relation to the other 
groups, the merchants themselves. In early mercantilism, the 
merchants became to an increasing extent more intimately 
connected with production, if not identified with it. The con 
sumers were by no means only members of the court, but the 
growing number of produi ers and traders as well as the swell- 
ing multitude of journeymen and the army, which had 
(hanged its nature with the development of national states 7 

MIRCANIIUSM AM) “(Jl ANTIIY OI MONI\“ PreOCCUpalion 
with acquiring bullion has to be understood as part of the 
setting of an expanding manufacturing economy, in which 
the scarce means ol exchange weie being secured by expoit of 
produced commodities. We also hnd that under these con 
ditions there was no cause for the formulation of what laLer 
was called a “quantity theory ol money “ 8 A direct relation 
between volume of money and volume of commodities can be 
established only if we piesuppose the existence of at least a 
quasi statu Mlalion of the data within the equation. If there 
is a continuous quantitative change on either side, or if it can 
be shown that for uasems indigenous to the process of produc- 
tion both sicks (hinge quantitatively at a disproportionate 

7 While we air discussing Lhc fonn uni the language in uhu.li many of the 
enh imuanhlisls wiolc we m i> sis a feu words on the much used and 
frequent!) criticised an ilnuv to prison il linuuc Whither an analogy fium 
the geneial that is, the economic sssum, to tlu paititulu, tint is the ico 
nomic individual will hold or not dots not ust on absolute and eternalh 
logical gintimls bin depends cntncl) on the coiuietc iclalion of the geneial 
to the pirtuulu at the time under ccmsidei llion As we shall point out later, 
in our discussion of the quantiiv ilicoiv of moiitv it is oui opinion tint m 
the period of industrial expansion- and this penod began with the period of 
man u fact uie that is ihe pcuod which we usinlh call mticantdism — the 
lntliMdual unit of the new tspe of pioduction was representative of the 
whole new t)pc of pioduction Structural there was no diffeience between 
the economic actions of an lmhndual, and economic activity in geneial 

® AngrU, The Theory of International Prices , pp 13 ft. 
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Tate, the formulation of quantity equations between money 
md prices has no point. It is for this reason, also, that we find 
little discussion among the theorists of this time concerning 
price inflation. The notion “inflation,” simply having a pri- 
mary relevance to price changes in the domestic economy, had 
little, if any, meaning in the economic reality of that period. 
Many economic historians have linked the scarcity or abun- 
dance of precious metals directly to their physical availability. 
There is no doubt that the mere physical presence or absence 
of precious metals can cause noticeable inflations or deflations 
under certain conditions. It would, however, oversimplify the 
(onclitions prevailing in the late sixteenth and ihe first half 
of the seventeenth century to attempt to explain the gradual 
lessening in the intensity of the bullionist argument from 
Hales via Locke to David Hume by attributing it simply to a 
decrease in the physical scarcity of the means of exchange. As 
we have discussed before, it was during this time that the 
various means of credit developed, and in developing gradu- 
ally lessened the intensity of the demand for “hard” money, 
even though the lise of industry increased the demand for 
means of exrhange. To repeal, this was possible only because 
of the gradual but definite growth of a regular manufacturing 
economy, With the changing economic circumstances, the 
classic formulation of the quantity theory of money was only 
very gradually approximated bv various writers of that time. 
Malynes observed “that plentie of money maketh generally 
tilings deare, and scarcitie of money maketh likewise generally 
things good cheape.” 0 Mun said, “It is common saying, that 
plenty or scarcity of money makes all things dear or good or 
(heap.” 10 

The transition from a definite bullionistic point of view 
to a quantity theory position is well exemplified by William 
Potter, who noticed that an increase of money in circulation 
may produce a more Lhan equal increase in manufacture and 
trade. Potter observes, quite correctly for this time, that fast 

B Gerard de Malynes, “A Treatise of the Canker of England’s Common- 
wealth," Tudor Economic Documents , III, 387. 

10 Thomas Mun, England's Treasure by Forraign Trade , p. 28. 
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sales made possible because of the availability of money en 
able manufacturers to produce more, thus making it possible 
for them to reduce the prices for the commodities, not to in 
crease them, as the quantity theory maintained When money 
became available in a volume adequate to meet the demand 
this phenomenon began to disappear If previously the fluctu 
a lions in the supply of money had consisted of the ups and 
downs of scarce precious metals, then an mciease in the supply 
of money, that is, bullion alur a balance between supply of 
bullion and demmd loi it bad been 1 cat lied, meant an in 
c ic ase beyond \\ 1 1 it was needed at tins moment by proeluction 
I Ins ovcrsnpplv then necessarily influenced llu money price 
ol llu piocluc eel commodities 

I he timsiiion is even inoic pronounced in the ugumcni 
ol |amcs Hodges 11 lie gi anted that an increase in llu volume 
ol money mav i e suit in a use ol puces but tins rise would 
come about onlv alto the inc lease m the volume of mono 
had ac tc cl as a me ms to im Lhei pioduc lion 1 his ai gument is 
still quite dilFeicni horn Hume s theoiy tint an mciease in 
puce mi\ act is i stimulus im ti ade While sounding alike 
the writers lnel diflu mt aspects ol economic life in mind 
I lodges v\as still mieieslcd in alleviating the difficulties of 
production, wink Hume was alitady concerned with the 
ptoblem of clisti ilmtion which lie assumed would then read 
positively on pioduc turn 

It was only tow ud the end ol the seventeenth ccntuiy that 
llu ldt i stems to h we g lined gi ouncl th it time is l due 1 pio 
portion between commodities ancl ltionev and that foi this 
reason thcic exists the possibilnv that tlieie may be too much 
m too little ol the one oi the other Sn Willi im Petty for in 
stance sue! tint theic nn\ be as well too much money in a 
countn as too little I mean as to the best advantage of its 
ti ulc onlv tlu nnudv is veiv ias\, it mav be soon turned into 
the magmhccntc of gold and silvei vessels 1 Otluis such as 
\andeilmt and Houghton cxpiesseel the same problem in 


11 Hoclgn Ht Prestnt State nf l upland as to Coin and Pubhrk Chaises 
14 1 clt\ 1 lie Politic il Vnatonn of Inland in Jrunomir i, 19 ^ 
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similar terms, namely, that there may be a possibility of hav- 
ing too much bullion, that is, money, this "too much" causing 
unfavorable reactions upon the price level. 

The puzzle with which interpreters of economic doctrines 
ha\e been confronted in trying to harmonize the views of the 
earlier and later mercantilists, therefore, dissolves itself. 
Hoarding is a vice as long as that which is hoarded is scarce 
and badly needed. As soon as the demand lor it is adequately 
taken (are of, the previous vice turns, if not into virtue, into 
something at least indifferent in character. 

st A n. finance Historically, as well as functionally, the es- 
tablishment of an economy of manufacture on the basis of 
bee labor coincided with the final stage in the formation of 
national s Lutes. It would go beyond the limits set for our study 
to tiace in detail this development. It must suiiice to say that 
the glowing tendency to delegate economic duties to the state, 
aggressive as well as protective in character, hiought about 
serious financial problems. With the fifteenth century public 
finance gradually acquired an entii ely ne\s meaning, although 
in name and legal teiminology the king’s household con- 
tinued to administer the finances of the maturing nation, llis 
personality had transcended his physical existence. 1 * "Le roi 
est inert, vive le roi” was a slogan indicating that the debts 
incurred by one king were to be assumed by his succ essor. The 
changed sources of his income caused the active control over 
the nation’s income as well as over its expenditures, and over 
the degree to which it was allowed to incui liabilities, to pass 
to the merchants, who in the pulling-out system had been 
changing into part-producers. The crown thus became the 
acti\e instrument of the new economic society. When this 
economy expanded, and this expansion was accompanied by 
a continued series of wai-likc emergencies, it became dear 
that not only basic production and its resultant distiibutive 
apparatus were sorely in need of more bullion but also the 
state itsell developed an urgent demand for adequate means 

11 threnlierg, Capita! and finance in the ifti’ of the Renaissance, pp 32 IT. 
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to pay for these never-ending emergencies. This, in turn, 
meant that the state needed to accumulate bullion. This 
problem of accumulation of state treasure is discussed by the 
mercantilists in all its varied aspects. Mun, for instance, ad- 
monishes the princes to be frugal on the one side, while on 
the other, he warns that no more treasure should be added 
annually than would result from the excess of exports over 
imports. 

SAVING IN THE FORM OF BULLION AND INVESTMENT Much has 

been written about the idea of the mercantilists that precious 
metals were a store of wealth. While this contention was un- 
doubtedly true for the mercantilists, it can be understood 
only in connection with the purpose lor which wealth is saved 
at a given time. Opportunities for the expansion of manufac- 
ture were great. The difficulties encountered were often of a 
twofold nature: lack of capital and lack of man power. We 
are here concerned only with the former. 11 If saving was for 
the purpose of investment, its form had to depend on the 
ability to serve this purpose. To expand industry required 
payment of wages, of royalties, and the purchase of raw ma- 
terials. Most of these were as yet difficult to obtain on credit. 
It is not surprising, therefore, to find that saving became 
identified by most mercantilist writers with the storing of 
bullion. As to the way in which this storing of wealth was to 
be achieved, a whole host of proposals was offered. Predomi- 
nant among these proposals was the advocacy of thrift and an 
export surplus. In the contemporary Puritan beliefs, thrift 
and saving were regarded as important virtues. Saving was, of 
course, stressed also with regard to expenditures, especially 
for wages. It is here that confusion arose for later interpreters 
of mercantilist doctrines. The fact that mercantilist writers 
not only condemned luxury consumption but also laid empha- 
sis on the production of durable rather than consumable 
goods in general led modern writers to the conclusion that the 
mercantilists identified saving with durable goods as such. 

14 Wilson, A Discourse upon Usury, pp. 43 If. 



QUANTITY DOCTRINE OF BULLIONISM 39 

The important distinction to be made here is, however, that 
durable goods were tantamount to saving only if they were 
capable of furthering production. Only in so far as the durable 
goods were either so durable or so easily transportable and 
di\ isible that they could be used as means of exchange were 
they considered savings. The prime example here, of course, 
is the precious metals. The same reasoning applied when such 
goods weie directly useful in the process ot production, for 
example, in the form of raw materials. The lalter question — 
the prohibition of the export of raw materials — was widely 
discussed by the mercantilists, but it would lead us too far 
afield to consider it here. 

While the stress laid on the need foi bullion lor productive 
and derivatively for distiibuti\e purposes was based on a very 
real scarcity of the available means ol exchange in relation to 
the economic needs, there were wiilers who tried to ridicule 
Lhis insistence of their opponents on the need for remedying 
llie existing scarcity of money. Jacob Viner quotes several of 
them, among Lhem Thomas Mun. Interestingly enough, the 
quotation is taken fiom Muii’s earlier tiact, Discourse of 
I'rade, which was vv 1 it ten lor the sole pmpose of defending 
the East India Company against widespread attacks. It is per- 
fectly true that the East India Company needed precious 
metals for their tiade with the East Indies, but Mun is very 
careful to indicate that the real point is that this specie was 
spent for drugs and spices, which preserved health and cured 
disease, and on indigo and raw silk, which constituted neces- 
sary raw mateiials for die English man ufac tuics . 15 Further- 
more, Mun insisted that the East India Company exported, 
not English coins, but a limited amount, of foieign coins. 1 ” 
And he continued to demonstrate that the re-export of the 
goods manufactured with the raw materials bought with the 
specie expended would bring in more specie than that origi- 
nally laid out. It seems hardly justified to maintain that this 

15 Cf Thomas Mun, Discourse of Tiade from England unto the East in- 
dies, i6ai, pp. 6 -7, quoted by Johnson, in Predecessors of Adam Smith, p. 75 

10 Ibid., pp. 2o, 31; also Feavearyear, The Pound Sterling, p. 139. 
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argument purports to show that there was actually no scarcity 
of money . 17 

One minor point can be made here in this connection It 
may be said that there seems to be a contradiction in the 
mercantilists doctrine advocating the export of manufactured 
goods, that is, frozen labor, foi the purpose of acquiring larger 
amounts of bullion if the labor to be exported was itself scarce 
The dilferencc between bullion and labor, however, was that 
laboi, while scaice at the moment, could be increased in 
various ways, and the mcicantihsts wcic busy in proposing 
not only practical measuics, for example, the transformation 
ol seifs and semi set Is into mauufac turing laboi, but also \an 
mis population theoncs including concrete suggestions for 
increasing the birth rate and decreasing the death rate 18 

NHRC AN 111 1SI POI 1C 11 S WIIll RI OARI) IO Bl I I ION If WC 1 Want 

to siinimai l/c line some of the outstanding policies advocated 
by the men antilists concerning bullion we shall again ha\e to 
fix our attention on the changing needs ol the economic 
organism Rtsii u turns m the exportation of bullion weie 
advocated long before the advent of the putting out system 01 
marxuf it tilling production I he predominant reason at this 
earlici turn was the muntinince ol a war chest in order to 
hold- b> lone it nucssaiv- 1 hiding position as middle 
man tiader ‘Pccunia ncivus belli* was the icason for the 
accumulation ol ticasuic or as Inuil/io Milanese condot 
here answered vs hen asked what was most needed foi wai, 
I luce things must be icacly money, monev and once again, 
money 10 

While the politic il it quests for contiol of bullion exports 
weie revised in the sixteenth century recognition was gradu- 
ally given to the tact that if bullion was needed for economic 
purposes it would be more efficient to legulatc the flow of 

Vnui Studus m the 7 /nun of Intt rnalwnal 7 radi pp 87— fjo 
Sii VSilliini Ptfl\ Pohtunll irtthmitick 
1B lodovuo (•uuci.iultni 1 hart de teuiatione m the German translation 
of Daniel T echini inn vun Mtmnmgen Baw.1 1 %— ; quoted bv Thienbcrg in 
Capital arid finance in the fijr of tht Rcnaitsame p aj 



QUANTITY DOCTRINE OF BULLIONISM 

precious metals by influencing the economic causes for this 
flow rather than by the autocratic methods developed during 
Lhc formation of national states, Tawney and Power quote a 
memorandum by an unidentified author in which it is slated 
that “the straunger never respecteth our value, but the good- 
ness of our coigne” and that therefore by a “reducement of 
the monie greate numbres of her people might heavcly 
suffre.” 20 The implication is that the normal change in the 
\ due of money would not have the desired effect ol providing 
mote money. Even inflation was pioposed as a method to 
attract foreign coin, 21 disregarding its effect upon the rountiy 
itself, to which the unknown author previously quoted had 
referred. Again, it seems to us of little value to point out the 
inconsistency in these two opinions. I hey ate compatible if 
lelated properly to the put poses which Lluii writers had in 
mind. 

Direct methods were, however, still advocated as far as di- 
rect economic transactions were concerned. Generally ac- 
cepted w T as the doctrine that high duties should be levied 
upon most foreign imports. These duties were graduated ac- 
cording to the need for produc tion at home, the highest duties 
being placed on luxury goods. Export duties were generally 
defended only when they were imposed upon raw materials 
(particularly wool) which were needed for manufacture at 
home. Export bounties, on the other hand, were generally 
regarded favorably, and even the bounties granted in 1673 
for the export of grain were not thought to constitute any 
danger to the English home production. Only after 1750 
writers begin to complain about the export bounty on grain, 
because it kept the price of grain high at home and thus 
tended to increase the price of labor or to make the latter dis- 
contented and less efficient. The discussion on this point 
grew to important proportions only after manufacturing pro- 

20 "Memorandum on the Reasons Moving Queen Elizabeth to Reform the 
Coinage, 1559/’ in R. H, Tawney and E. Power, Tudor Econornu Document*, 
11 • 1 94 - 95 - 

21 Pauli. Diei volkswirthschaf thche Denkschriften , pp. is IT., quoted .by 
V mer, in Studies in the Theory of International Trade , p. 52, 
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duction had turned definitely into industrial production ai 
the end of the eighteenth and beginning of the nineteenth 
century. 

Closely connected with the problem of accumulating bul- 
lion for the purpose of expanding production was the argu- 
ment for the protection of infant industries. Many times be- 
fore and during this period the crown had been forced to take 
an active h md in the capitalization of new industries 22 be- 
cause of the shortage of private capital and the relative abun- 
dance of credit. To be able to do this, the crown had to have 
capital at its disposal, and during this period that still meant, 
predominantly, hard money. The acceptance of the infant 
industry protection principle, which later was to play such an 
important part in international trade politics, was made pos 
siblc during Lliis time only in conjunction with the acquisi 
tion of bullion, since credit was not yet able to take its place. 
It is interesting that we meet this principle of infant industr) 
piotcction as early as the seventeenth century in England and 
not, as we usually assume, only in the nineteenth century. The 
reason is that with icspect to Flanders and Holland, England 
was at that time in a position similar to that in which Germany 
amj the United States later found themselves in relation to 
England. I he difference between the expostulation of this 
principle in the two diffeicnt periods, as far as it is important 
to our problem, lies in the fact that in the earlier peiiod the 
general conditions did not yet allow for expressing this prin- 
ciple in terms of economic equilibrium. The economic rela- 
tions present a piactical shoitage in the supply of means of 
exchange as compaied with the needs of production and dis- 
tribution. The problem created by this deficiency, which so 
predominantly concerned the mercantilists, could be neg- 
lected by the classical economists because it had ceased to 
exist. In its place theic appeared the static task, only now 
possible, of measuring the ideal propoitional relations be- 
tween \olume of money and volume of commodities in terms 
of prices. 

«For example, the tin industry of Cornwall. 
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the formulation of the quantity theory of money The 
development of the function of money has thus reached a 
stage in which the formulation of the new relation between 
the volume of money and volume of commodities became 
possible. Only in the later half of the eighteenth century had 
conditions advanced far enough to cicate those problems 
which are implied in what is generally known as the “quantity 
theory” of money. Malynes had already noticed an apparent 
direct relation between the volume of money and the prices 
of commodities. Pointing to the manipulation ot exchange 
rates, he said that this 

cause ill . . . (as before) our monies to Ire transported and make Lh 
sc.irulie thcicof, which abatetli the piite of our home commodi 
lies, and on the contrary ad\an. eth the price of the Ion cine coni- 
niodnies beyond the seas, where oui mony concurring with the 
monies of other countries causeth plenty, whereby the price ol 
Jonein commodities is advanced; and so might it faie with the 
puce of our home commodities, being transported to those places, 
weic we not hindred by the tollcration of their monies to go rut- 
rant far abo\( their value wiLh them, and to the greater tra i spol- 
iation of ours and hinderance of importation of any unto us - 1 

John Locke discussed a still more advanced stage in the 
economic development when he maintained that there is a 
“Necessity of some Propoition of Money to Trade: But what 
Proportion that is, is haid to determine; because it depends 
not b.irelv on the Quantity of Money, but the Quickness of 
its Circulation.” By “money” he meant here not only as 
“Counters, for the Reckoning may be kepi, oi transferred by 
Writing; but on Money as a Pledge.” He continued signif- 
icantly that 

Writing cannot supply the plaa of (money): Since the Bill, Bond, 
or other Note of Debt, I receive from one Man, wi 11 not be ac- 
cepted as Security by another, he not knowing that the Bill or 
Bond is true or legal, or that tire Man bound to me is honest or 
responsible; and so is not valuable enough to become a current 
Pledge, nor can by publick Authority be well made so, as in the 

2 a Mal)ncs, reprinted in Tudor Economic Documents by R. H. Tawney, E. 
Power, p 392. 



44 QUANTITY DOCTRINE OF BULLIONISM 

Case of assigning of Bills. Because a Law cannot give to Bills that 
intrinsick Value, which the universal consent of Mankind has 
annexed to Silver and Gold. And hence Foreigners can never be 
brought to take your Bills, or Writings for any part of Payment, 
though perhaps they might pass as valuable Considerations among 
your own People, did not this very much hinder it, viz. That they 
arc liable to unavoidable Doubt, Dispute, and Counterfeiting, and 
require other Proofs, to ussure us that they are true and good 
Security, than our Eyes or a Touchstone. 24 

This passage indicates well what we have been referring to 
previously, namely, that those means by which we have been 
accustomed to effectuate our economic transfers for the last 
130 years had not yet developed far enough to serve that pur- 
pose up to the time of Locke. The relation between money 
and prices is understood by Locke in the following way: 

to keep your Trade going without Loss, your Commodities 
amongst you must keep an equal, or, at least, near the Price of the 
same Species of Commodities in the neighboring Countries: which 
they cannot do, if your Money be far less than in oLher Countries; 
for then, either your Commodities must be sold very cheap, or a 
great Part of your Trade must stand still, there not being Money 
enough in ihe Country to pay for them (in their shifting of Hands) 
at that high Price, which the Plenty, and consequently low Value 
of Money makes them at in another Country. For the Value of 
Money in general is the Quantity of all the Money in the World, 
in Proportion to all the Trade: But the Value of Money in any one 
Country, is the present Quantity of the current Money in that 
Country, in Proportion to the present Trade. 25 

It may he well at this point to recall a few dates in the 
monetary history of England. The precious metals in circula- 
tion were badly clipped, by the King as well as by the gold- 
smiths. The need of the Crown for money and the high in- 
terest which the latter was willing to pay had made it possible 
for the goldsmiths to lend money, that is, precious metals, to 
the Crown which they themselves had previously taken into 
safekeeping from the various merchants. 20 In 1666 an act was 
passed which abolished the mint charges, encouraging thus 

a* Locke, The Works , p. 12. 23 ibid., p. 24. 

a* An excellent account of this process is given in Feavearyear, The Pound 
Stcrlingj pp. 91 ff. 
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the coinage of silver. But in spite of the relative success of 
this act, the shortage of money persisted, and the price of 
silver rose steadily until the recoinage in 1696. Gradually dur- 
ing this time bills came into existence for use in the internal 
trade, mainly for the reason of avoiding risky transportation. 
These bills, however, did not yet increase the available vol- 
ume of means of exchange “any more than a postal order 
(does) today.” 27 

The first institutional basis on a larger scale for "artifi- 
cially” increasing the volume of currency by means of paper 
money was provided by the passage of the Tonnage Act of 
1694, by which the Bank of England was established. On the 
basis of this Act, the Bank was permitted to issue bills up to 
the amount of its original capital of 1.2 million pounds ster- 
ling. The amount of 720 thousand pounds had been used for 
tediscount of Tallies, 28 and as soon as the remaining 480 
thousand pounds were issued Lhe Court of Directors of the 
Bank of England decided to issue over and above the author- 
ized amount: cashier notes, the so-called Speed’s notes, rigned 
only with the name of the cashier, from which these notes re- 
ieivcd their name. Most of this Look place alter John Locke 
had written his famous essay on money. 

To these facts another must be added. The trade of the 
East India Company really began to flourish alter the Restora- 
tion, and with it a loophole was opened through which Eng- 
land’s silver was incieasingly drained. When in 1717 this 
company transferred three million ounces of silver, 20 one of 
the lesults of this drain was an inci easing shortage of the 

-’ 7 Ibid., p. 91 . 

Tallies weic an ancient loini of leceipls oi vouchets. A piece of wood 
duped like a thick knife blade was notched at the edges to show the amount 
of money or goods changing hands. Notches of diflerent sizes represented the 
different denominations of money or weight. The natuie of transaction was 
then written in duplicate on the two sides. The piece of wood was split 
lengthwise through the notches by means of a cut parallel to the sides. Each 
patty kept a part, a thin piece of notched wood with writing on one side. 
If either party disputed the payment, the matter could easily be settled 1>) 
fixing the two parts together to see whether or not they matched Tallies wen* 
used in the exchequer until 1827 ( Dictionary of Political Economy , ed. by 
Sir Robert Palgrave, pp. 513-514). 

29 Lord Stanhope in the House of fouls, Januaiy 3, 1719, quoted by 
feaveaiyear. The Pound Stetling, p. 142. 
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smaller units of the means of exchange and a consequent in- 
creased outcry for some remedy. At the same time, however, 
this outflow of silver helped to eliminate gradually a source 
of currency disturbance by lessening the importance of the 
ratio between silver and gold. 80 This development led with- 
out any conscious intention to the de facto establishment of 
a gold standard in England in the first half of the eighteenth 
century. 

These changes go a long way toward explaining the differ- 
ence between the approaches of John Locke and David Hume 
to monetary problems. Hume’s most important work in this 
field. The Political Discourses, was published in 1752, a few 
years before the establishment of country banking in England, 
which later finally succeeded in alleviating the scarcity of 
means of exchange for the smaller producer. Industrial pro- 
duction, however, with its attendant increasing importance 
of wage payments, did not develop to pre-eminent national im- 
portance until the latter half of the eighteenth century. We 
must keep these points in mind in the following discussion 
of Hume s first classical statement of the quantity theory of 
money. We should remember that the flow of money with 
which he was primarily concerned was still directed by the 
big merchants of the manufacturing period, who were mer- 
chants and interested in manufacture at the same time. The 
institutional division between trade and production de- 
veloped only in a later period. 

TilE QUANTITATIVE RELATION OF MONEY AND PRICES Hume 
starts his discussion on the effects of changes in the volume 
of money with the statement: 

All augmentation has no other effect than to heighten Lhe price of 
labor and commodities; and even this variation is little more than 
that of a name. In the progress towards these changes, the aug- 
mentation may have some influence, by exciting industry; but 
after the prices are settled, suitably to the new abundance of gold 
and silver, it has no manner of influence. 31 

so See p. 9. 

Hume, Political Discourses, reprinted in Monroe, Early Economic 
Thought, pp. 311-312. 
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Elsewhere he says: 

If wc consider any one kingdom by itself, it is evident, that the 
greater or less plenty of money is of no consequence; since the 
prices of commodities are always proportioned to die plenty of 
money . 32 

These views of Hume are important since their verity is 
demonstrable in contemporary reality. It is now interesting 
to observe how Hume projects the structure of his contempo- 
rary reality back into Lhe past, an excellent example of ra- 
tionalizing an assumedly historical deduction ex post facto. 
He notices that there were and that there still are "some 
kingdoms and many provinces in Europe (and all of them 
vveie once in the same condition), wlieic money is so scarce, 
that the landlord can get none at all tiom his tenants; but is 
obliged lo take his rent in kind." 33 But what happens if money 
begins to stream into the country? 

Sonic time is required before the money circulates tluough the 
whole state, Lind makes its effect be fell on all ranks of people. At 
first, no alteration is perceived; by degrees the price rises, iirst of 
one commodity, then of anothci ; till the whole at last reaches a 
jusl proportion with die new' quantity of specie which is in the 
kingdom. In my opinion, it is only in this intci val or intermediate 
situation, between the acquisition of money and rise of prices, thal 
the encreasing quantity of gold and silver is favourable to industry. 
When any quantity of money is imported into a nation, it is not 
at first dispersed inLo many hands; but is confined lo the coffers 
of a lew persons, who immediately seek to employ it to advantage. 
Here are a se t of manufacturers or merchants, wc shall suppose, 
who have received returns of gold and silver for goods which they 
sent to Cadiz. They are thereby enabled to employ more workmen 
than formerly, who never dream of demanding higher wages, but 
aie glad of employment from such good paymasters. If workmen 
become scarce, the manufacturer gives higher wages, but at first 
requires an increase of labour; and this is willingly submitted to 
by the artisan, who can now eat and drink better, to compensate 
his additional toil and fatigue. He carries his money lo market, 
where he finds every thing at the same price as formerly, but he 
letums with greater quantity and of better kinds, for the use of 
his family. The farmer and gardener, finding, that all their com- 


** Hume, Essays , Moral , Political and Literary , p. 309. «« ibid., p. 315. 
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modities are taken off, apply themselves with alacrity to the rais- 
ing more, and at the same time can afford to take better and more 
cloths from their tradesmen, whose pncc is the same as formerly, 
and their industr) only whetted by so much new gain. 84 

What llumc is describing here is his own time. He mis- 
takes it, however, as our histoiians and theorists have been 
nit lined to mistake it ever since, for the historical develop- 
ment which had led up to these times. 30 There is an essential 
diffcicncc between a part of society which is developing a 
new mode of production and one which, after this new mode 
of production has been developed elsewhere, tries to bridge 
the gap and to icach immediately the developed level. The 
piocess of bridging the gap will differ materially from that of 
ci eating a new type of production. When England developed 
huge stale manulacturing on Che basis of lice laboi, it had 
to create at the same time those institutions which Hume did 
not considci any longei “the wheels oL Liade.” To him they 
had become ‘the oil winch iendcis the motion of Lhe wheels 
Ibid , pp v ( ^ \ 

5 lie follows ilu saint piuicdure in his Li.ui on interest When lie begins 
U> explain tin uluses mil tht elkrts of a gicat or small durum] foi boiiow 
nig be siys (hat Whin a people hue untigul ever so little fiom a savage 
slate,* and thin minibus have cncieaseet beyond the original multitude 
then* must immcduulv arise an inupulitv of pinpcitv and while soim 
possess large ti.iels of land others ue (onbned within nniow limits and 
some ait cnLiiely witboni any hnded properly 1 hose who possess moil 
land lhan they (in lahoni employ those who possess none and ague to 
ic him a duunnnau pan of ilu product 1 1ms the landed inteiesi is lm 
mediate 1) cst lhlished, nor is ilicie any settled government however Hide in 
which all ms arc nor on this footing Of these piopnetois of lind, sonic must 
piesenlly disiovu themselves io he of diireunt tempcis fiom others, and 
while one would willingly stou up the pioduie of his lind for futurity an 
other ilesues to consunu at piesent whit would suirice tor many years Jn 
a stale theiefou whett then is nothing lnit a landed imcust, as there is 
little ftngiliiy ilu honowiis must be ui\ niinKtous md ilu me of liuciest 
must liold piopoition to it (pp He adds seemingly correctly that 

* lhc thffciciuc depends not on the quantity of money, but on the halms 
and manners uhnh pitvail I he habits and inmncrs arc dc'mnmcd by the 
hpeufic st igc io which the mode of production his dewdoped and the con 
irete institutions of that stage will to some extent depend on faeilitirs that 
may base been cienled elsewhere at an earlier ditc 1 his cspcciallv is relc 
\aiil to (hr development of so c tiled ‘late ' countries or of colonial countries 
Both of the latter find to a certain extent the institution of credit ready 
made for them by previously dey eloped industu.il countries and to them 
seal city of money or capital must have a different meaning 
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more smooth and easy.” 86 That was perfectly true for his 
time, but it was never true for the time which we have been 
discussing in our earlier chapters. Here, again, we can ob- 
serve the urgent necessity of always reminding ourselves of 
the concrete contents of the terms which we are using. We 
were careful to point out that in the early manufacturing 
period, money, de facto, was identical with bullion, and we 
showed later on how this form of money gradually changed 
iis character through the development of credit and the even- 
tually possible use of fiduciary money. Hume identifies se- 
mantically, as has so often been done, the historical contents 
of the term “money” and its “iorm” in the early manufac- 
turing period with its funttion during the late manufactur- 
ing and early industrial period because of the meicly formal 
identity of terms. He constiuctcd lor himself an imaginary 
history of economic development, just as the diffeient nations 
today construct their political histories. Only in this way 
(ould Ilurne come to his conclusion for earlier times as well 
as his own: “From the whole of this reasoning . . . that il is 
no manner of consequence with regard to the domestic hap- 
piness of a state, whcthei money be in a gi cater or less quan- 
tity.” 17 Only alter the period ol rnanufac line had lully dc- 
\ eloped was it possible for money to read dirntly on prices 
lo any important extent. Before this stage in as ac tually 1 cached 
the commercial and even more so the pinductive iclations 
ueie not yet integrated and rcgulaii/ed enough. Under these 
conditions the actual function ol the means of exchange 
simply could not be the same as it became after the integra- 
tion of production and distribution and alter the intro- 
duction of more adequate means of communication and 
ti ansportation. When this development had become strong 
enough to be visible, Hume made the most pcneLrating ob- 
servations of the functioning of the means ol exchange under 
the new conditions. Economic society, as it then came into 
being, did allow for the beginning ol a banking system, for 
credit among well-established merchant houses, and for pub- 
Hume, Etsays , Moral, Political and lAtaar\, p 309 p. 315. 
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lie credit of a government — in all of which continuity and 
interdependence were no longer questioned. Thus, to Hume 
the mam problem became the effect produced by the quan 
titative variations of the available means of exchange in rela 
tion to the volume of commodities in tiansaction. There 
existed an amount of money at any one time adequate tor 
the volume of commodity exchanges transacted, not moie 
and not less. Hume was primarily concerned with the pos 
sible lesult ot a gieatei or smallei quantity either of money 
in i elation to commodities or ot commodities in relation to 
money, as such variations became noticeable within the whole 
economic stiucture. 

Wc have quoted Hume as s lying that any lnuease 01 de 
crease in the amount of piecious metals and as a matter of fac t 
any increase or decrease in the amount of money “is of no 
consequence ... if we consider any one kingdom by it- 
self”^ He should have added at any given time.” The 
lattci he actually implied when he discussed in detail the 
events which wcu likely to take place iltei the volume 
of money had increased Hi comes to the conclusion that 
nothing has altcicd in the 1 elation ol money and commodi- 
ties v 

In tlaboiatmg and in going to the paiticulais of his basic 
views Hume laid bate much of that monetaiy mechanism 
which is so often assumed today to have pi e\ ailed foi the 150 
yeais following the publication of his Di$cour\t Hume ob 
seised that the pin es do not so much depend on the absolute 
quantity ol commodities and then of money, which are in a 
nation, as on that of the commodities which come or may 
come to maikct and of the money which circulates ” Hence, 
Hume docs not limit the conditions of cue ulation to money 
alone, but extends it to commodities, * is money and com 
modules . . nevei meet they cannot affect each other.” 40 
The volume of commodities may be inci easing, and such an 
increase would neutralize an inc lease in the volume of money, 
with die lesult that the puces either would remain equal or 

®*/bid,p 309 B ®JbNi,p g 16 *olbid, pp 316 317 
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would not increase in proportion to the absolute increase in 
the volume o£ money. 

We have now collected most of the elements of the How of 
money in the middle of the eighteenth century as Hume pre- 
sented them. The outstanding characteristic of his theory is 
that money and prices find themselves in an equational rela- 
tionship. If the volume of the effective means of exchange in- 
creases while the volume of commodities in transaction re- 
main stable, the prices of these commodities must increase, 
and vice versa . The logical, as weil as the theoietical, basic 
assumption in this formulation is that this is so because there 
arc no disturbing factors in the process of production, and 
any changes in the volume of means of exchange can have 
only temporary effects. It may be mentioned paienthetically 
that Hume lias recognized that “a nation, whose money de- 
creases, is actually, at that time, weaker and more miserable 
than another nation, which possesses no more money, but is 
on the enei easing hand.” This occurs only temporarily, be- 
cause the changes in the volume of money “are not imme- 
diately attended with proportionable alterations in the prices 
of commodities.” 41 But at the same time Hume emphasized 
that “the want of money can never injure any stare within 
itself: For men and commodities are the real stiength of any 
community.” 42 We then find here that there is still one essen- 
tial element lacking in Hume’s theory if we compare his 
tliecny with the nineteenth century quantity theory of money. 
He does not assume an absolute reciprocal relationship be- 
tween the two sides of the equation. He is still convinced that 
‘money is nothing but the representation of labour and com- 
modities, and serves only as a method of rating or estimating 
them.” 43 

The mercantilist notion that money — in their case bullion 
— could be one of the main incentives for investment was en- 
tirely lacking in Hume s theory. This was quite correct, be- 
cause money (bullion) was a condition for investment only 
as long as it was scarce, for reasons which we have outlined 

41 Ibid., p. 315. 4 ? Ibid., p. 319. 48 Ibid., p. 312. 
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above. These reasons had disappeared at the time of Hume 
We might add that lo some extent theie is implicit in Hume’s 
insistence upon the predominant importance of production a 
moie modern version of economic theory which maintains 
that economic production will lun smoothly irrespective of 
any influence lrom purely monetaiy sources as long as pro 
duction itself does not exhibit any structural mutations, if 
it does exhibit such changes, no monetaiy manipulations will 
be able to do nway with them This is somewhat similar to 
Hume s contention that no augmentation or decrease in the 
volume of money could make any lasting difference to pro 
due tion We will discuss this point in detail below. 

Concluding our investigation into Hume’s quantity theoiy 
of money, we may say that 1 1 unit’s foimulation appears on the 
sui face to imply an equilibrium principle, inasmuch as lie 
maintains that any change on whattvei side of the equation 
will Tesult in the ai rival .it a new tquilibnum We have no 
need, howevci, that to Hume inonev is still a function of pro 
duction Ndturdly enough, he took the putuulai nituie of 
the pioduitive pioccss ol his time fm gi anted, projecting it 
simply not only backwards as we have pointed out above but 
also Lor v\ aid in oidti to oe able to assume static conditions 
He saw loi tlu latei development furthei mcieases in the 
volume of pioduc non but he did not and as a mattei or fac t 
could not, foresee the giadual cmcigcnce of genenc change 
within the still vetv young mdustiiil pioduction Only after 
the stnutuial change had become visible at a much latei pc 
nod vveie these tendencies to be formulated into the laws of 
the tlynamus of indmtual society as distinct lrom the me- 
( hanu s with whit h llume was concerned 



Part II • The Formulation of the 
Classical Quantity Theory 


5 * The Issues in the Bullion Controversy 

H istorical background Ry the end of the eighteenth 
century the industrial type ol production of commod- 
ities had become prevalent, bringing in its wake a 
development of regular interrelationships between the vari- 
ous producers and consumers. Adam Smith, in his discussion 
ot the division of labor, has given an adequate pic tuie ol that 
mm iety. 

There is little doubt that the theory ol money would have 
retained its position of secondary importance in the general 
economic theory of that period il it had not been lor the 
occurrence of particularly striking events which forced the 
political and economic strategists to concern themselves par- 
ticularly with disentangling the apparently highly important 
llu\ of money. One extraordinary event was the French Rev- 
olution, which to the Knglislr merchant produced an eco- 
nomic politic al threat of first importance. 

It might seem hard to understand why the Pnglish mer- 
chants were ready to exhaust their last economic and financial 
resources to combat this Revolution, since it seemed to bring 
about in France only the same social conditions of economic 
and political democracy of which the Fnglish were so proud. 
What, then, was it that induced the merchants of England to 
light the French Revolution? First of all, let us remember 
that not all industrial development in France had been op- 
pressed before the Revolution. Luxury goods production, as 
a matter of fact, had not only been permitted, but had been 
subsidised. This had been of little concern to the English, 
inasmuch as they themselves were not competitors in this 
line of production. Now, after the Revolution, that type of 
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industry in which England was engaged, which today we 
would be tempted to call large scale industry with mass pro 
duction of products, became possible in France. Its political 
and economic suppression had disappeared with the dis 
appearance of the Ancien Regime In other woids, the French 
Revolution did loose forces which weie to threaten actively 
the I nglish supremacy in the foreign markets 

Secondly, and perhaps more important, the French Revolu 
tion was by no means only a liberation of the bourgeoisie 
Once the political transfonnation was under way, it became 
apparent tint laige social Torres were threatening to main 
tain a supremacy, forces that wcie liked neither by the French 
bourgeoisie nor by Lhe 1 nglish The lower classes, the work 
eis craftsmen and peisinls is well as a smill part of the 
intelligentsia all of whom had been called to aid the French 
bourgeoisie in its struggle against the political might of the 
Ancien Regime , announced then own political and economic 
c ounLci demands and it was ieadil> seen tint their concept 
of I iber h I gahtt , IratnmU was it \aiimce with that of 
tlu bourgeoisie In the midst of the bouigcois revolution the 
bourgeoisie thcicfoic made a complete turn and like the 
famous Sc nlcl Pimpernel allied itself with those reactionary 
femes which it just previously had started out to combit The 
lole of the I nglish in this social process was full of meaning 
if we umtmbci the old ( acsanin principle of divide et nn 
ftera Tlic Ticnch bourgeoisie wetc combined in the fust 
stage of the Revolution is potential compcLitois and in the 
later stage were aided m fc ir of the plebeian masses at home 
The result of this histone alls necessary attitude was the senes 
of Anglo ricnch wais in the monetaiy consequences of which 
we ate interested 

1 here was then, a definite connection between the Revolu 
tion m I ranee and conditions in Fngland At that time Tng 
land was evpandmg industiiallv at an enoimous rate but it 
was just this rate of industrial progress which created in Eng- 
land sevcie difficulties m the light of which the Tiench Rev- 
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olution and its threat to established institutions assumed the 
form of an internal danger. 

In the treatises on money, concerned with the doctrines 
elaborated in this period, it has always been emphasized that 
the military expenditures during this time were of an extraor- 
dinary nature. The difficulties which arose out of the struc- 
tural transformation which took place in England quite ir- 
respective of the foreign wais are curiously neglected. It is, 
of course, perfectly true that one cannot distinguish clearly 
and in absolute terms between “indigenous” development 
and “influences from the outside.” It amounts to a tautology', 
today, to say that the causes of the Frenc h Revolution and the 
leasons for its being disliked by the English merchants were 
part and parcel of the same economic phenomena by which 
industrial socicLy in England developed. At the same time, it 
is impoitant to point out that England itself was shaken by 
one of the most impoi tant 1 evolutions in human history. The 
tiemendous increase in productive capacity, the increase in 
population, the dispioportionality between income and out- 
put arising from the persistence of the Com Laws, was leading 
in England to a political situation which in many respects 
approximated the radicalism produced in the United States, 
as well as in France. Strikes, bread riots, and machine wicck- 
ing swept over the country, and soldiers were frequently used 
to suppress disorders. In 1794 Pitt suspended habeas corpus 
for eight years. 

This historical development led to revolutions in America 
and France, but not in Fngland. The important diircienee 
between the development in Fngland and that in the remain- 
ing countries was that England had begun to tap the enormous 
potential economic wealth accessible through the industrial 
mode of production. England had at that time this key to the 
temporary solution of the difficulties already in its hands. 
The other nations had still to engage in the creation of the 
basis upon which such production was possible, a stage Eng- 
land had passed in the preceding years. On the other side, 
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the very existence in England of industrial production tended 
to increase the social contradictions in the remaining coun- 
tries and to a degree which turned social transformations into 
social revolutions 

thl monetary lssci-s Hume had presented a picture of so 
ciety in which there was possible a perlect harmony between 
money and puces as long as there were no artificial mtcr- 
ferent es on the monetary side of the equation and as long as on 
the commodity side the 1 nglish producers continued to make 
strides such as those tor which they were being eulogized by 
their contemporaries Into this haimony the political events 
described in the mtiocluctory paragraphs came as a terrific 
shock To wage wais means to suppoit armies, and it proved 
to be an nnpoitant point loi the development of monetary 
theory at that tune that these armies were updating outside 
1 ngland We must add here tint by armies we do not mean 
only the 1 nglish armies operating in fiance Holland, and 
Belgium, but also the Get man \ustnan, Italian, Sicilian 
annies opciatmg agunsl 1 lance The dncct loans made l>\ 
I ngland, according to Silbeihng 1 ran into scvcid millions 
of f nglish pounds Tim amount nearly icached the staggenng 
sum of (>o million pounds In the same table by Silberling 
we also find figures covering the expenditures toi the British 
armies in Luiope 1 hese piymenis to foreign countries were 
in manv lespects sinnlai to the ciedits that were made avail- 
able to Poland, Rumania, Gieece, and 1 uikcy by Mi Cham- 
berlain in it) jq Piolcssoi Silbeihng has also made extensive 
investigations of the actual physical transieis of the earlier 
tune* I he volume of the extraoidinaiy remittances is thus 
approximately known, also the source of these remittances 4 

Why had the premium foi precious metals risen above par? 

iSilbeilmg I manual and Monetary Policy of threat Britain duiing the 
Napoleonic Wais Quattcil\ Journal of Economics XXXVllI 225 

* Ibid , p 227 

3 /bid pp 211 233 *d < *o Silheiling Butish Pnccs and Business Cycles 
JRrmeni of Lconomu Sfaftsfrcs Supplement No 2 Oitobei 1923 pp 233-261 

4 Silbeihng Butish Financial Polity Rnirn of Economic Sfam/irr, p 
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This question was of major importance to English foreign 
trade for several reasons. In the first place, it made foreign 
goods more expensive in England at a time when laige im- 
ports were of primary importance to the country because of 
the war situation and the generally increasing needs for sup- 
plementary food stuffs on account of bad harvests. Further- 
more, England’s trade with India was based on large exports 
of silver, and its acquisition now proved to be more expensive. 
It is therefore a rather curious position in which the leading 
English financiers found themselves during this time. On the 
one hand, there was no question about the necessity of carry- 
ing on the war against the French, and little opposition ap- 
peared. therefore, against the need of the government for 
laige loans or increased taxes, as long as the latter was pre- 
dominantly indirec t taxation, which would be least burden- 
some lor the financiers. But while all this was Hue, they were 
considerably put out when this w r ar (inane c began to be ac- 
( ompanied by a piemiuni on prec ions metals o\er the English 
paper currency. 

The premium appeared first in 179.^, one year before the 
Restriction Act. It increased with the passage of the Restric- 
tion Act, but dcci cased immediately l hereafter, making pos- 
sible a negative premium or unlavoiablc rate differential in 
179H/' and then reappeared in 1799. There seem to have been 
lew comments on the government’s monetary policy before 
Boyds letter to Pitt in 1801. This letter initiated, however, a 
whole flood of controversial literature. Two morc-or-lcss dis- 
tinct positions became observable. On the one side w ? crc those 
vdio attacked the government for allowing the occurrence of 
the premium of precious metals over the now-existing paper 

n The following is an interesting umimcnt as fai as the pi miners were 
concerned: "Ur. James Cuoic writes, under I tie dale of Iebiuaiy 22. 1707: 
Orders have been scni up to London to sell [funds] without restriction to 
a great amount. ... A principal banker told me that money had flowed 
bark on him so much that be was absolute!) at a loss svhat to do with it, 
as he. for his own part, would not purchase another sixpence in the funds, 
and could not lend it out on commercial adventure 111 the present slate of 
things. Thus large sums are beginning to rest in the bankers’ bands without 
the power of converting them into account’ ” (Hughes, Liverpool Banks and 
Bankers , p. 17). 
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money and proposed the explanation that the abandonment 
of the metallic standard and the establishment of the premium 
were cause and effect. The remedy this group proposed, there- 
fore, was to return to the metallic standard. They were, ac 
cordingly, named “bullionists.” Those defending the govern- 
ment and its monetary policy were labeled “antibullionists.” 



6 • The Theory of Inflation 


P ositions on the bullionist theories Boyd, in his letter 
to Pitt, said that “the premium of bullion, the low rate 
of exchange, and the high prices of commodities in gen- 
eral [are to be regarded as] . . . symptoms and effects of the 
superabundance of paper. M 1 Thornton argued similarly in his 
Paper Credit r He elaborated the results ol an increase in the 
volume of currency and showed that such an inn ease must 
necessarily lead to higher prices at home as well as to a pre- 
mium on bullion. 

Bullion is a commodity . . . and it lises and [alls in value on the 
same principle as all oilier commodities. Jt becomes, like them, 
deai in proportion as the circulating medium is lendeicd clear . 3 

From this it follows that 

there arises LhuL temptation . . . eilhei to comm back iuLo bul- 
lion and then to export; or, which is the same thing, lo export and 
(omeit back into bullion, and then sell to the bank, al the price 
liich womd be gained by exportation, that gold which the bank 
lias purchased, and has converted hom bullion into coin, in this 
manner an increase ol paper . . . contributes to produce an ex- 
cess of the market puce above the mint pi ice ol gold and lo 
pi event, therefore, the introduction of a piopcr suppl) ol it into 
the Bank ol England . 4 

Thornton aigues extensively against Adam Smith, whom he 
blames lor having explained a possible premium of bullion 
over the mint price exclusively as “something in the state of 
the coin.” 5 Thornton makes, however, a second and more 
important attack against Adam Smith’s theory of international 
exchange. Adam Smidr had pointed out that in the case of 
an excess issue, paper would be changed iiuo coin and coin 
be exported. Thornton shows that every increase in paper 

1 Bojd, Letter lo . . . Pitt, ad cil , p \x\i. 

2 Heniy Thornton, An Enquiry into the hatxne and I'fjeds of the Paper 
Credit of Great Britain , especially chap. \ni, pp. 192 If. 

3 Ibid., p. 202. 4 I hid , p. 203. 

5 Ibid., p. 205; Smith, The Wealth of Nations, 4th ed., I, G9; I, 451; Vol. II, 
Book IV, chap \i, pp. 333-335. 



6o I HE THEORY OF INFLATION 

would increase the price of goods, “which advanced price of 
goods affords employment to a larger quantity of circulating 
medium, so that the circulation can never be said to be over 
full.” On the basis ol this statement, Thornton makes the in 
leience that fiom Smith’s explanation we are led to believe 
that “the expense of restoring it consists merely in the charge 
of collecting it and transporting il hom the place to which it 
is gone.” 6 He points out that aside hom the expenses, the 
gold may have to be pm chased 

at a loss and at a loss which iiu) be either more or less considci 
able, a < licuinstancc ol grcal importance in the question If this 
loss should ever become cxLrcnicly gu at, the difficulties of restoi 
mg ilu \alue of our paper might not easily be surmounted, and a 
cm lent discount or diflueiuc between the coin and papci ol the 
lounti) would scarcely be avoidable 7 

Ihointon, hovvcvei, docs not s.i) that Smith was proposing 
an advisable policy for a bank within a t ountiy Smith did not 
aiguc this case on an international basis because at his time 
few pioblcms if any, of this t\pe wcie found in the intei 
national mom tan relations J hointon is unawaic of the fact 
that lie aiguc s Lhe point ol an excess issue as it ext lined at his 
Lime. and that the conditions which led to this excess were by 
no means as gcneial and valid loi all times as he piesup 
posed s We Uriel it chfhcult to pioiumncc judgment in the 
manna ol picvious imcstigatois ol Lins puiod, but, rathei, 
feel consti allied to sin that eveiv one of the wnteis vs as con 
ceinccl with pi obit ins of lus time and in consequence had to 
be at vauantc wiih the pronouncements of eailier vn iters, 
who had been occupied with then pioblems If we wish to 
distinguish between light and wiong explanations, we have 
to icfu cithci to contemporaneous wnteis who hold diffeienL 
opinions upon the same subject mattei at the same time, or 

b J liomUm In l rir/mn into tin \atuu and Ifjtils of the Vapti Cudil of 
(•mat Unlaw pp 2H-212 

7 Ibid pp 211 212 

H Riiaulo has mult somewhat smulai comimrit on llioimons ugument 
(Ritaido High Pun of Bullion in his II o>k± p 277) 
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we must account for the economic structural changes which 
have taken place meanwhile. 

To come back to Thornton, he makes it quite clear that in 
his analysis he is concerned with the maintenance of a certain 
value of money and with “the difficulties of restoring the 
value of our paper.” That, however, was decidedly not the in- 
terest of Adain Smith. He was primarily interested in the 
preservation of an adequate relation between prices and com- 
modities. Thornton used this reasoning to argue a special 
case, namely, the restoration of the currency to that value 
which, for reasons indicated below, was of important advan- 
tage to him and his group. To put il in still other words, 
J hornton presupposed a desirable value of money, the 
achieving of which he considered the primary task of the 
directors or the Bank ol England. 

It is at this point that we wish to point out a basic di Herein e 
in the approach to the explanation ol the (lux of money in 
this period as compared to the preceding one. It seems inter- 
esting that. Thornton and his fellow bullionists, aside from 
occasional vague remarks, do noL seem to have indicated any 
interest in the fact that the volume of production at that time 
nas increasing considerably, Adain Smith and Hume had been 
very conscious of this fact. Is it possible to discover in the 
economic events which had taken place meanwhile a suffi- 
cient reason for this, at least temporary, neglect on the part of 
the bullionist school? 

From a somewhat different angle w r c may call attention to 
the fact that most, it not all, of the bullionists were London 
merchants, and as such were primarily interested in foreign 
trade relations rather than domestic production, and that 
their commercial activity was intimately bound up with the 
price of silver. We may add that a similar attitude of these 
merchants can be observed in connection with the evaluation 
of the function of the country banks. Thornton treats this 
function in a very peculiar way. At no place does he elaborate 
on their role of providing an expanding productive society 
with the necessary capital for such an expansion. All he does 
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is to use them as an analogy to international monetary rela- 
tions and in so doing to expose them as the places in which 
speculative credit originated. It is not intended to offer here 
an advocatio dinbolica for the country banks. Any rapid 
process of expansion, however, will be accompanied neces- 
sarily by speculative characteristics. But it goes much too far 
to center one’s attention only on this feature in discussing 
the countiy banks. It affords no difficulty to Thornton to as- 
sume that an) willingness on the side of the country banks 
to extend credit will be met with an adequate demand for 
such credit. The important tiling, however, would be to point 
out the reasons why, in spite of the deplored condition of the 
currency, there was such a widespread optimism in the circles 
of the produceis, because it was, after all, primarily the pro 
due eis whom the country banks served. Since production was 
expanding and, as can be shown, expanding at a rapid rate, it 
is difficult to see how the expansion ol credit by the country 
banks could lead to an inflationary increase in prices. 

Not least important is, finally, the dc\elopment of new 
economic inteiest, that of tire long term industrial creditor. 
The importance of the gradual de\elopvnent of credit, in the 
form ol defen mg payments as w ell as of silent investments 
cannot be underestimated. An interest in the maintenance of 
a certain value of money has to come about at the moment in 
which the value of those conti acts is endangered by rising 
pi ices. It is of secondary importance in this connection 
whethei these lising pikes were brought about by the occa- 
sion of large extraordinary expenditures, as, for instance, foi 
war purposes, or as temporary discrepancies accompanying a 
rapid though intermittent expansion in the volume of pro- 
duction once this production has been established as an inte- 
grated pait of social life. It seems to us that we now have the 
clue to the attitude of the first quantity theorists and to their 
neglect of one of the possible grave implications of price 
changes. 

To return to the problem of explaining the premium paid 
for precious metals over the mint prices and to elucidate its 
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consequences, Thornton pointed out that a premium occa- 
sioned by a prolonged excess issue had necessarily to be abor- 
tive. The Bank would have to try to buy gold at the advanced 
price to be able to meet the demands lor gold through the 
presentation of its notes. This gold would be melted by those 
who had obtained it, and after being melted would be bought 
by the Bank in order to be coined into guineas. If the Bank 
Larries on “this sort of contest with the mcltcrs, [it] is ob- 
viously waging a very unequal war; and even though it should 
not be tired early, it will be likely to be tired sooner than its 
adversaries.” 9 Or in Ricardo's words, “The Bank would be 
obliged, therefore, ultimately, to adopt the only remedy in 
their power to put a stop to the demand for guineas." 10 
Ricardo argued on much the same grounds as Thornton cor- 
iccting here and there some minor misconceptions of Thorn- 
ton. He came to the well-known conclusion that the two Lests 
to be applied in the determination of an excess issue are ab- 
solutely valid, namely, the status of the exchange quotation of 
the English currency with other countries and the price of 
bullion. He held that because of the influence of the exchange 
i.ites on the How ol commodities and the demand foi bullion, 
any continuous unfavoiable exchange could he called only a 
depreciation of currency. While Thornton, in 1802, was still 
in a position to leave the wa) open to explain the unfavorable 
exchange by an unfavorable balance of trade, Ricardo points 
out that the limit lor the effects of an unfavorable balance “is 
probably 4 or 5 percent. r I his will not account for a deprecia- 
tion of 15 or 20 percent.” 11 According to the principles which 
Thornton and Ricardo held in common, this unfavorable ex- 
change “is to be accounted for only by the depreciation of the 
c iuulating medium.” 12 The remedy which Ricardo proposed 
was the removal of the restriction against gold payments by 
the Bank of England. “If the Bank were to diminish the quan- 
tity of their notes until they had increased their value 15 

0 Thornton, An Enquiry into . . . Paper Credit, p. tar,. 

10 Cf., Ricardo, "High Price of Hull ion," in his Works, p. 267. 

11 Ibid., p. 280. 12 Ibid., p. 281. 
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percent, the restriction might be safely removed, as there 
would then be no tempLation to export specie.” 13 

The main argument, then, of the bullionist position seems 
to be that a return to a metallic standard would offer the only 
means to measure the volume of currency in circulation in 
relation to the volume of commodities to be exchanged. The 
implic ations in this statement will be discussed after we have 
briefly presented the opinions of the so-called antibullionists 
It is to be remembered that wc are interested here, not 
primarily in recounting old controversies, but in the detec 
tion of the process of doctrine formation and its relation to 
the problems in economic reality with which these doctrines 
were concerned. It is therefore of little importance to follow 
every individual deviation in these controversies, especially 
if the arguments relate directly to the personal economic posi- 
tion which its advocates maintained. 

Most antibullionists v\cre in one way or another connected 
with the government, anil in many of the discussions the need 
for a defense for the measures taken by the government be 
came apparent. Thus, foi instance, the proof offered by means 
of available statistics that the volume of the notes of the Bank 
of England had not inc leased and that tJicie was no necessary 
connection between tlu diflmng volumes of papci currency 
and the fluctuations of the exchange lates or the bullion quo- 
tations was easily refuted by Ricardo, who said 

that whilst the high price ol bullion aiul the low exchange utes 
(cmunue, and whilst oui gold is undebased, it would to me be no 
prooi ol oui cuircncv not being depreciated if tlure w'ere only 
r, millions ol bank notes in ciiculation. When we speak, therefore, 
of an excess of bank notes, we mean that poi tion of the amount ol 
the issues ol tlu Bank which can now circulate, but could not, if 
the uiiuncy weic of its bullion value. When w’e speak ol an excess 
of countiy cuirency. we mean a portion of the amount of the 
loumis bank notes which cannot be absoibed in the ciiculation 
because ihc\ are exchangeable for, and are depi eciated below\ the 
value of bank notes. 14 

13 Jbtd , p 271) 

11 Ricardo, "Reply lo Mr Bosanquei," in his Works, pp 349-350 
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Professor Viner recently raised the point, in discussing the 
bullionist position, that “throughout the controversy . . , 
bank deposits [were] . . . either overlooked or else held not 
to be currency.” 15 Samuel Turner once defined a country 
bank as 

a kind of clearing house, where, without any actual interchange 
of notes or money, the greater part ol all payments between man 
and man was effectuated by mere transfers in the books of their 
(jankers. ... ft was merely the smaller payments tor wages and 
weekly bills which required notes . 10 

Another point raised by the antibullionisls was that in 
times of large-scale monetary remittances and heavy purchas- 
ing of corn because of increased needs of the army, as well as 
because of bad harvests at home, the balance of exchange 
operations had to be disturbed, and that it was this tendency 
toward an unfavorable balance which lorced the rate oL ex- 
chanoe for that time below par . 11 Ricardo maintained at first 
that whatever the reasons lor the unfavorable status of t ic 
exchange rates, the exchange rates would adjust themselves 
automatically to the previous level - He was supported m 
this contention by Wheatley, who even more rigidly ton 


tended that 

when the equilibiiuin ol money is . . . alieicd l^iwcrcn any two 
nations . . . it is natural lor the person who trades in bu Uon 
like the merchant who trades in any other 

ill is \ aviation, export his nu ichaiuhsc w \t -lilected 

advantage . . . the instant the equilibrium . avowed affu UU 
by the volume ol exchange, it becomes b-wnie.est to narnmU ^ 
iioin the country where it is cheaper to the c - y 
dearest, in order to leceive his profit . 10 

This apparently highly controversial point seems, l | owcve *’ *° 
he on a verbal level if we consider realistically the ctrcum- 


I s Viner, Studies in the Theory and Mar,*- 

1 ® Turner, Considerations upon trie Agr 

1a TZJ0t, "A LcUer' in Defense of the Conduct of the 

Directors of the Bank of In gland and Ireland. PPjJ* * 3 _ 
r> Ricardo, “Reply to Mr. Bosanquet,” .n lus Works p. J6. 
is Wheatley. Remarks on Currency and Commerce, p. 5 ■ 
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stances involved If only occasional remittances had been 
made to foreign countries, there seems little doubt that Ri- 
cardo’s prediction of a rather speedy adjustment would ha\e 
been true. Actually, however, the remittances were continu- 
ous and left during the duration of a war little possibility for 
the predicted adjustments to operate. Many of Ricardo’s 
fellow bulliomsts conceded this point, and it seems that Ri 
car do himself when confronted with the direct question and 
not with a statement of geneial principles, actually approached 
this j^oint of view very closely 0 On the other side, the anti 
bulliomsts readily conceded that the adjustment predicted by 
the bulliomsts would take place soon after the removal of the 
cause for the disturbances, that is, the cause for lowering the 
exchange rates, which in this case had been the forced ex 
pencil lures abioad loi the war 

Ricardo’s endlc ssly repeated solution to the existing diflicul 
ties was cm tailment of the volume of currency Dimmish the 
c uncncy by calling in the excess of Bank notes . . and what 
can prevent an importation ol gold and consequently a 
fa\ouiable cxc hinge? 1 1 he antibuiliomsts, as far as the) 
wcie representatives ol the government, denied the advisabil 
lty ol such a policy under the existing conditions of wai Ihc 
so c ailed antibuiliomsts ol die Bank of I ngl md type had, how 
ever, quite difleient ic isons loi being liitei ested at least in the 
temporary maintenance of the existing volume of paper. It 
is true that the Bank of I ngland had been established by 
I ondon meic h ints I he successois of these London merchants 
were still largel) engaged in overseas trade The Bank itself, 
however, established with Lhe puiposc of making profits and 
gaming the ptivilege of continuing to make profits, but under 
the cloak of aid to Lhe government, had become with time less 

2(1 Rh udo Appendix Lo Reply to Mr Bosanqurl p ^6*} where he denies 
awaicncss of an\ causes but excess which could pioduce such effects 
as we ha\c fur a t onsidetablc timt witnessed admitting therewith and slat 
mg at another plicc (p jbp that he is not disposed to contend that the 
issues of one di\ 01 of one month can pioduce an> effect on the foreign 
exchanges it ma\ possibly require a penod of more permanent duration, 
an Intel val is absoluteh necessary befoie such effects would follow ' 

a* The Morning Chronicle, September 14, 1809 
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wedded to the particular interests of its one-time founders and 
began to lean toward the new sources of profits which had for 
some time been developing in England. These sources in- 
volved the expansion of English productive enterprise. Long 
enough had the Bank of England refused to accommodate 
those country merchants who hacl turned producer, as well 
as the newly developed type of the industrial entrepreneur. 
Cold-shouldered by the Old Lady of Threadnecdle Street, 
they had begun to develop effectively their own institutions. 
Now, under the conditions of the commercial war, industry 
was not only expanding but was also offered ample oppor- 
tunities for speculative excesses. And in these golden oppor- 
tunities the Bank of England wanted to pat take. We thus see 
the directors of the Bank of England under the guise or the- 
oretical advocacy of antibullionist doctrines busily engaged in 
defending the abundance of available money, which they were 
equally busily engaged in lending out. 

Admittedly, it is difficult to disentangle today the principal 
use to which those commercial credits were put, but fiom in- 
direct evidence it can be assumed that they were used for pro- 
ductive and speculative purposes within the countiy rather 
than as formerly in international trade. This suggestion seems 
even more likely when we consider that dining the time of 
the commercial wars and after the loss ol the American col- 
onies the overseas trade tended to revert to the west coast of 
England, thereby giving rise to new large banking establish- 
ments like Gurney, Iloare and Harman, who financed the 
trade between Liverpool and Philadelphia by means of 
Quaker bills and linked their transactions with Hamburg. At 
the same time, Ireland and Scotland offered accommodations 
to the country banks of Manchester and Lancashire. In the 
bullion controversy we can thus observe a more amiable phase 
of the struggle between bullion and bills, that period in which 
the Bank of England still tried to participate more or less 
peacefully in the profits coming Irom the new trade. In con- 
trast, wc find later, in the forty years after uS2f), that the Bank 
began to wage a war against the discounting houses and the 
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joint stock banks which ended in “a highly involved tri- 
angular action in which the first all but eliminated the second, 
and so made the third subject to itself/' 22 

FIRST CONSIDERATIONS OF AN ACTIVE FUNCTION OF INTEREST 
In connection with the granting of “excessive” commercial 
loans by the Bank of England, attacks upon the prevailing 
notions of the function of interest were made. The current 
doctrine had been that 

the whole paper money of every kind which can easily circulate in 
any country never can exceed the value of gold and silver, of 
which it supplies the place. Should the circulating paper at any 
time exceed that sum ... it must immediately return upon the 
banks to be exchanged for gold and silver. 23 

Obviously, the implication of this law was that abundance of 
money existed at the time of its operations only as far as the 
demand for money was concerned, but that this demand was 
not meeting an equally abundant supply. The operation of 
the Usury Laws in England at that period prevented, at least 
to a certain extent, this condition from resulting in a serious 
throttling of a healthy expansion in production or at least in 
an undue increase in the price for the capital necessary for 
this expansion. 24 No wonder, then, that Adam Smith did not 

2z Newbold, Democracy, Debts, and Disarmament , p. 17. 

2fl Smith, The Wealth of Nations, Book II, chap, ii, p. 283. 

2* Sir Josiah Child, in his Lract “A New Discourse of Trade,” published in 
1688 under the title ‘‘Some Brief Observations concerning Trade and Interest 
of Money,” pp. 7— 1 6, writes that he believes "that the low rate of interest had 
largely contributed to the prosperity of Holland, and considering the 6 per- 
cent limit too high proposed an additional reduction to 4 percent., which he 
calculated would double the national wealth in twenty years” (Andreadcs, 
History of the Bank of England, 16*10-190}, tr. by Christabel Meredith), 
indicating that one hundred years before Adam Smith the problem in connec- 
tion W'ith money (i.tf., bullion) had been that it (money) existed in too small 
amounts. As to how small the danger of excess was considered, compare 
Sir William Petty, Quantnluncunque, p. 26; sec also Locke, (Works, p. 6) 
"Some Considerations of the Lowering of Interest and Raising the Value of 
Money ” These argued that the rate of interest should be lowered in order 
to relieve the prevailing scarcity of money and to have it stream from the 
lenders to the tradesmen and the country rather than to the bankers and 
London. But it would be mistaken to infer from this that Locke was arguing 
a theory of interest. He was arguing against a medieval restriction. As far as 
the function of interest was concerned, he recognized quite clearly “the fall 
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find it necessary to develop a special theory of interest at a 
time in which interest actually did not as yet play any deci- 
sive! functional role. At the turn of the century the intensity 
of the demand for money had not slackened, but the facilities 
lor supplying the demand had developed greatly. Thus, the 
a enerable directors of the Bank of England combined with 
the merchants when Lhe latter began to observe with pain the 
discrepancy between the interest allowed under the Usury 
Laws and the amount of profit which they had been able to 
gain from trade for a considerable time. This was especially 
true in time of war when overseas trade profits were reduced 
by increasing risks. Thus, very gradually, 'but nonetheless de- 
terminedly, there began an advocacy of the repeal of the Usury 
Laws. 

Mr. Thornton was one of the first to ofler theoretical argu- 
ments in defense of this position. He maintained that 

in order to ascertain how far the desiie of obtaining loans at the 
Bank may be expected at any time to be carried, we must inquire 
into the subject of the quantum of profit likely to he derived 
iiom the borrowing of the existing circumstances. . , . We may 
. , . consider this question as turning principally upon a com- 
parison of the rate of interest taken at the Bank with the current 
late of mercantile profit . 25 

Viner dismisses rather easily the answer which the Bank of 
England officials gave to these and similar statements before 
the Bullion Committee when they weie denying 

that the security against over issue by the Bank would be reduced 
if the discount rate were to be loweiecl from five to (our or even 
to three percent. No person, they insisted, would pay interest for 
a loan he did not need, whatever the rate, unless it were for the 
purpose of employing it in speculation, “and provided the con- 
duct of the Bank is regulated as it now is, no accommodation 
would be given to a person of that description . 1 ' 20 

■ . . or rise of inteiest, making immediately by its change neither nioie nor 
less land, money, or any soit of commodity in England, than there was 1 »e- 
fore, alters not at all the value of money, in irfcrcnce to comm(x 1 ities ,, (p. tO). 

26 Thornton, An Enquiry into . . . Paper Credit, p. 287. 

20 Cf. Viner, Studies in the Theory of International Trade, p. 151; also 
Report of the Bullion Committee , 1810, Minutes of Evidence, p. 129. 
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It is hard to see how, under the conditions of a healthy indus- 
tiial expansion and adequately available money, the interest 
rate could possibly play any important regulatory role if the 
officials of the Bank spoke with sincerity. No regulative check 
lor the expansion of credit is necessary other than the investi- 
gation into the productive and nonspeculative character of the 
loan. If the rate of interest were higher, it could result onl\ 
in an increase in the cost of production of the commodities, 
which latter would amount to a factual decrease in the rate of 
interest, or it might result m a decrease in the rate of indus 
trial expansion. Ricardo seems to be clearer on this point 
when he writes. “If the mines had been ten times more pro- 
ductive, ten times more money would the same commeice 
employ,” 2 " and publicly, lie said once that “what the dnectors 
thought a check, namely, the late of interest on money, was 
no check at all to the amount of issues, as Adam Smith, Mr. 
Ilume and others had satisfactorily pioved.” 2S It does not 
seem that a uicicnce to Ruaido’s Ft maples is directly rele 
vant here, namely, that 

lhe applications to the Bank foi money . . depend on tin 
coinpauson between the rate oi piofit . . and the raLc at winch 
thebaic willing to lend it If they chaige less than the maikct 
rate ol lntcust, iheie is no amount of monc\ which they might not 
lend, — if they chaige more than that ratc\ none but spendthnits 
and prodigals would he found lo borrow iiom them 20 

It is true that Ritardo suggested Lhat a discount rate below 
the rate ol intei est would enable otherwise submarginal 
establishments to continue production However, as far as 
“the whole business which the whole community can carry 
on” is ( oncer ned, it 

depends on the quantiiy of its capital, that is, of its raw material, 
machinery, food, vessels, etc, employed in pioduction. Afier a 
well regulated paper money is established, these can neither be 
inci cased nor diminished by the c^peiations of banking. If, then, 

27 Ricarclo H arks, p gji 

28 Hansaid Pariiatntnt(n\ Debates, First Senes, XL, 744 

29 Ricarclo, ‘’Principles ot Political Lconomy and 1 axation,” m his Works, 
p 2*0 
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the state were to issue the paper money of the country, although 
it should never discount a bill, or lend one shilling to the public, 
Lhere would be no alteration in the amount of trade . . . and it 
is probable, too, that the same amount of money might be lent . 80 

To be sure, a large number of modern economists still ac- 
cept the theory that the quantity of bank loans demanded is 
dependent on the rate of discount / 1 The validity of that 
theory will noL be contested at present. Bul it is of interest to 
follow the development of this notion, so widely accepted to- 
day, and to see those conditions gradually emerge — and sub- 
side — under which theories of interest could only have been 
formulated. Stating it this way means emphasizing the fact 
that there were new conditions under which such a function 
of the rate of inteiest as asset ted did not exist and, further- 
moic, that these de\ eloped in the first decades of the eight- 
eenth century. 

THE CHARACTER OF TI1E RISF OF THE GEN 1 RAI. PRICE I V VEL 

The only way to shed some light upon the problem ol respon- 
sibility for changes in prices is to investigate the concrete 
activities of the countiy banks, in an attempt to circumscribe 
their sphere of influence and to determine the drgiee of in- 
teraction between the countiy banks and the Bank of Eng- 
land. Primarily it was the developing industry which insisted 
upon the creation of adequate monetary facilities. As Grindon 
put it, "Financially the cotton trade floated into the atmos- 
phere of life upon wings — wings of paper — money, for coin 
. . . was a scarce commodity.” 3 ~ And he might have added 
that the existing transportation facilities did not allow for 
any leal import services from the banking institutions exist- 
ing in the metropolis. Production and banking w T eic often 
identified; they began to separate slowly in the period with 
which we are concerned. 

It seems only natural that in a period of quick and large- 
scale expansion many business ventures bordered Josely upon 

80 Ricardo, Works , p. 221. 

81 Vincr, Studtes in the Theory of International Trade, p. 151. 

82 Cf. t Grindon, Manchester Banks and Bankers , p. 40. 
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what today would be called speculation. For example, the 
banking house of Messrs. Daintry and Ryle of Macclesfield, 
with its bank at Manchester, incurred heavy losses because of 
an advance which they had made for a scheme to run steam 
carriages on ordinary turnpikes “which, when first proposed, 
seemed to promise certain success. “ 88 

Such an enterprise seems, from the point of view of our 
times, to have been rather insecure. If wc can accept the fact 
that any process of expansion will show such unevenness, the 
problem of that time, especially as far as country banking is 
concerned, will appear in a different light. To that time the 
noirnal trend was expansion, not equilibrium, and expansion 
was accompanied by the phenomena which we have indicated. 

This is of acute intci est in allocating the responsibility for 
the inn ease in prices in Fngland as they occurred during the 
period under observation, that is, the restiiction period. The 
antibulhonists had claimed that where paper money was 
issued by the banks solely upon the discount of sound and 
genuine commeitial paper, no excess issue could take place 
On this line of reasoning 34 they came to the conclusion that 
the increase in piiccs coulcl not hare been the result of over- 
issue. 

The implication is that only “sound” commercial paper 
was being discounted But what constituted sound paper at 
that time? As we have indicated above, many of the business 
ventures appealed to be perfectly sound in that period of 
quick but mteimiitcnt expansion, although they did not nec- 
essaiily turn out to be sound at all This necessary limitation 
upon the argument of the antibulhonists must be carried one 
step laithcr by distinguishing clear 1\ the tw r o spheres to which 
the aigument concerning the i elation between Lhe changing 
volume ol money and price leactions is related. As far as a 
consideublc part of the commodities whose prices w r ere rele- 

Ilf 

84 Travitcr T he PnncipU of Currency and F\ change, Hill, 4n Inqury 
into the Cauvrt of the Present Hi%h Price of Gold Bullion, also Bosanquet, 
Practical Observations on the Report of the Bullion Committee. 
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vant were concerned, they were consumed at or very near the 
places of their production. Furthermore, the relatively un- 
developed system of transportation and communication nec- 
essarily made for a much larger independence of each part of 
the country, with the result that tendencies toward the estab- 
lishment of a general price level were faint and observable 
only after a considerable length of time. 

Lastly, we may point out in this connection that the infer- 
ence that relations between different countries are comparable 
to relations between different areas within one country had 
not yet been proved. If we point out the diflicultics that such 
a generalization encounters, we should remember that the 
dynamic forces working within these two different fields were 
of a different character. In the relation between two countries, 
that is, between England and any other country, the objective 
was at that time exchange, and the side interest of those who 
were engaged in this activity was ihe financing of international 
trade. Capital export was not yet taking place to any appre- 
ciable extent. Only after the latLer had become an inherent 
part of international industrial production was the basis for 
analogy insured . 35 

It is interesting in this connection to sec what Silberling 
says about Ricardo and those who held membership in the 
Stock Exchange in London. There were two main factions 
among the members: 

Contractors to public loans, who naturally took die bull side of 
the market, and the professional broker-jobbers who look the bear 
side in order to derive profits on "continuations/’ This group l>or* 
rowed money at five per cent (the maximum legal rate) from local 
and provincial bankers, and loaned it — with no limit to the pos- 
sible rate [italics by Silberling] to die public, who purchased gov- 
ernment stock (the principal type of security traded in at this 
time) upon an installment or margin basis.”* 

ssCf. Niebyl, “Historijske Izrajene u Funkciji Izvoza Kapitala," Ehonomist 
(Zagreb), V, Nos. 7-B (July-August, 1939)* 284-292. 

80 Silberling, “Financial and Monetary Policy," p. 427; sec also the evi- 
dence given by Ricardo and others to the Commons Committed on the Usury 
Laws in 1B18, 
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This economic function of the bullionists, by the way, also 
throws some light upon their position on the question of in- 
terest . 87 

The bullionists position on the possible explanation of the 
increase in the price level underwent a change while the con- 
troversy was still in progress. Boyd clearly stated that the 
country banks were unable to grant credits in excess of their 
local demands, since they had not been legally restricted to 
making cash payments and their customers were free to de- 
mand payments in cash. Even if credit for speculative pur- 
poses were created, the overissue to each locality would 
automatically be contracted by demands for cash or Bank of 
England notes, for instance, by London: “no part of their issue 
can possibly remain in circulation beyond what the increase 
in prosperity and industry of the country where they circu- 
late can fairly absorb or digest /' 38 By inference this takes 
cognizance quite correctly of the fact that a healthy expansion 
of industry cannot possibly create inflation when the expan- 
sion is being financed by a necessarily increased amount of 
credit — in this case paper-money circulation. 

Thornton was, perhaps, the first one to fall prey to the 
temptation to identify money circulation in the provinces and 
the functioning of money in international exchange, which 
is functionally inadmissible. There is no doubt that the finan- 
cial structure of England was gradually developing toward 
centralization, but to state that the Bank of England was al- 
ready the basis and the controlling influence of the country’s 
entire credit circulation was far overstating the case as it was 
at that time . 30 Thornton's vision is admirable in seeing the 

37 See previous reference to the bullionists’ position on interest, p. 68. 

38 Quoted by Silberling, in '’Financial and Monetary Policy of Great Brit- 
ain ” p, 405. 

80 See Boyd’s Letter to . Pitt, p. 20. "The Bank of England is a great 
source of all the circulation of the country; and, by the increase or diminu- 
tion of its paper, the increase or diminution of every country bank is infal- 
libly regulated.” As Silberling has pointed out, it was not Boyd’s intention to 
exonerate the country banks because he preferred them. It was rather because 
of his hate of the Bank of England, which he held responsible for his own 
financial collapse, that he tried to fix the responsibility upon the latter. As 
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outline of the thing's in process anil to come, but he exhibits 
here a fundamental shortcoming in entirely neglecting what 
actually was happening within the process of production. He 
preferred intellectual speculation about the possible relations 
between the multitude of monetary surface phenomena, 

.\s far as the development of the monetary relations in 
international trade is concerned, the bullionists, especially 
Thornton, contributed extensively to our knowledge of these 
processes. Thornton postulated the principle of a monetary 
equilibrium in commercially, but not yet productively, inter- 
connected areas. Here he explained conclusively, on the basis 
of wliai may be called a purchasing-power parity theory, that 
in nations having a metallic standard precious metals would 
always tend to be evenly distributed, since gicat disparity 
would tend to increase or to decrease commodity prices, We 
should remember, again, that the prices to which Thornton 
refers are only those of commodities in international trade 
and that these are not necessarily relevant to the provinces . 40 
Ricardo ieasoned in much the same way . 41 

The conclusion we come to can be summarized as follows. 
There was no doubt but that prices in England tended to in- 
crease. This tendency was occasioned by two different and not 
directly connected causes. The increase of the prices in inter- 
national iradc was largely due to llie extraordinary credits 
which the government had been forced to take out in order 
lo finance the war and the equally extraordinary remittances 
to foreign countries in order to pay either directly for the 
expenses of the English armies or indirectly to subsidize those 
nations which were on the side of the English commercial 
interests. The increase, and even more the fluctuations ol 
i he prices in the provinces of England, have to be explained 

we point out, this statement of Boyd’s, whatever its psychological foundation, 
coincides with our contention that as far as the problem of excess issue mani- 
fested in the international exchange rates nas concerned, this had to be 
traced piimarilv, if not exclusively, to the operations of the Bank of England, 
not to the credit operations of the country banks. 

40 Thornton, Paper Credit , pp. 115 If. 

41 Ricardo, '‘High Price of Bullion, " in his Works, pp. 275 If. 
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primarily with reference to the productive expansion, whose 
very character was at that time to proceed spasmodically, be- 
cause of the necessarily anticipatory character of investment, 
which bordered on and was in many cases identical with 
speculation . 43 

INFLATION AND ITS TFITC1S. 1 HE THEORY OF IORCED SAVINGS 

The effect of the increase in prices upon industry did not go 
unnoticed, as Professor Hayek 43 has iediscovered. Hayek 
quotes extensively Jeremy Bentliam, who in his Manual of 
Political Economy 44 traces the effects of increasing prices 
through the creation of paper money and the distribution ol 
these effects as "‘forced frugality.” 

The effect of eveiy increase of money (understand, of the ratio of 
the quantity of things vendible, to the quantity of things vendible 
for money) is to impose an unprofitable income tax on the incomes 
of all fixed m conns ts 45 

Malthus pointed out that- 

The new notes go into the maikct, as so much additional capital, 
to purchase what is necessary for the conduct of the concern But 
before the produce of the country has been increased, it is nn 
possible for one person to lia\e moie of it, without diminishing 
the shares of some othcis This diminution is effected by the rise 
of prices, occasioned by the competition of the new notes, which 
put it out of the power of those who are only buyers, and not 
sellers, to purchase as much of the annual produce as before 40 

Both agiee, in the woids of Bentliam, that “in the above 
case ot forced frugality, national wealth is increased, M or in 
Malthus’s terms, that “all those who sell as well as buy, are, 
during the progressive lise of piices making unusual profits; 
and, even when this progression stops, ate left with a com* 

42 Cf Silberling, "Financial and Monetary Polic) of Great Britain,” p 420^ 
"It was found that the quarterly cvclical fluctuations m the country notes 
preceded , or synchronized with , those of wholesale commodity prices” 

40 Von Hayek, "A Note on the Development of the Doctrine of ‘Forced 
Saving/” 111 Quarter/v Journal of Economics XI VII (1932) 123-133 

44 Benrham, The 11 or Its of Jeremy Btntham, cd John Bowring III, 31-84 
48 Viner, Studies *« the Theory of Intf motional Trade , p 188, quotes 
JeTemy Bentham, The Rationale of Reuard, pp 312-313 
48 The Edinburgh Renew, XVII (Februan, 1 Bi 1), 364 ff 
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mand of a greater portion of the annual produce than they 
possessed previous to the new issues.” 47 
Henry Thornton, Dugald Stewart, and Lauderdale argue 
in much the same way. We find in each, however, a consider- 
able critique of such procedure. Henry Thornton had pointed 
out that “this saving, as well as any additional one which may 
arise from a similar defalcation of the ievenue of the unpro- 
ductive members of the society, will be attended with a pro- 
poitionate hardship and injustice.” 43 And Lauderdale says 
that: 

The radical evil . . . seems to be, not the mere overissue of notes, 
considered as an addition to our currency, but ihe anomalous and 
unchecked extension of credit and its inevitable e fleet of produc- 
ing a sudden augmentation in prices by a sudden augmentation of 
demand. 40 

These positions were taken on the basis of a clearer realiza- 
tion of the nature of the inflationary chaiactcr of the note 
circulation at that time. We say consciously ''clearer” under- 
standing, because as we have poirued out pieviousl; and as 
Stewart himself has pointed out in discussing Thornton’s 
opinions in the Bullion Report, Thornton was not fully aware 
of the relations between the process of production and the 
volume of the means of exchange exLant. To put it in Stew- 
art’s own words: 

If . . . Lliis excess be only symptomatic of another malady, with 
which, from particular circumstances, it happens to be co- 
existent (of an extension of credit, to wit, calculated to de- 
range the pre-existing relations of demand and supply) then in 
that case the restriction and regulation of this c 1 edit, ought to be 
regarded as the primary object, and the reduction of our circulat- 
ing medium attended to solely as an indication that the rurc is 
progressive. 60 

Stewart focuses his attention upon credit, whereas he really 
should have been concerned with the causes which gave rise 

47 Ibid. 48 Thornton, An Enquiry into . . . Paper Ciedit, p. 263. 

« Stewart, The Collected Woiki, ed. by Sir William Hamilton, p. 44°', 
attention has been drawn to these citations by Professor Hayek in his * Note 
on . . . Forced Savings.” 

wibid., p. 443. 
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to this credit expansion; heie we are back to the argument 
which we have put forward earlier — that the type of indus- 
trial development needed just this kind of credit expansion. 

Professor Viner has drawn attention to the fact that there 
exists another version of the theory of inflation, and he quotes 
Thompson and Burgess. 61 Accoiding to them, the increased 
volume of money would result in increased employment in 
the pioduc tion of consumers’ goods, and thus the prices would 
rise rather slowly because of the increased supply. There 
seems to be no leason foi these views to conflict. Neither do 
they coincide nor contradict, but rathei complement each 
other. 

SOME, ITN 1 ATIVE CONCLUSIONS ON THE CLASSICAL THI OR\ 01 
inih AiJON 1) In our analysis of the classical theory of infla- 
tion we demonstrated first that the “received doctrine” con 
cerning money in the period undei consideration had been 
formulated under mercantile conditions based on a manufac- 
tural, not an industrial, mode of pioduc tion. The newly de- 
veloping gcneial economic theoi) concentiated on the piob- 
lcm of production in accordance with the lelative scare i'y 
of labor , which was the concrete major problem of its time. 
It was in this situation that the inteimittent industrial expan- 
sion, enhanced by the specific conditions of the Anglo-Fiench 
wars, resulted in a geneial use of puces. 

The analysis of this phenomenon of using prices was car- 
ried on by a scientific method which could not yet include 
the concept of qualitative change. On the contrary, “received 
doctiine,” as well as the outwaid appeal ance of the economic 
process, seemed to suggest merely quantitative expansion 
without any apparent fundamental qualitative change in the 
structure of production. The result of such an attitude 
toward the phenomenon of rising prices w r as to conceive of 
them as deviations fiom an otherwise static condition of 

Thompson, “On ihe Instrument of Exchange,” Westminster Review, 
I (1B24), 200, Henry Durgess, 4 letter to the Right Honorable George Can 
mug, pp 79-82 Sec also Viner, Studies w the Theory of International Trade , 
p 1B9 



THE THEORY OF INFLATION 79 

equilibrium. Such a theoretical position was not obviously 
fallacious for that time because the actual, though temporal y, 
economic conditions tended to obscure the imminent struc- 
tural change indicated by the rise of prices. 

2) From the foregoing presentation of the main elements 
of the classical theory of inflation, some conclusions pertinent 
to theory formation today can be drawn. We found that each 
one of the main concepts developed and subsequently em- 
ployed was relative to and inseparable from a particular set 
of circumstances. These circumstances were not “particular” 
in the sense of “accidental,” but form a consistent, while at 
the same lime qualitatively changing, pattern. Having been 
treated for the solution of concrete problems immanent in 
this pattern and reflecting this pattern in tui 11 in their logic, 
the conclusion is forced upon us Lliat these economic con- 
cepts, and by inference the concepts of other disciplines, musl 
change correlatively/’ 2 

More particularly, wc found that the significance of in- 
flation-like phenomena depends upon the character of the 
conc rete stage of the qualitatively changing pioccss of produc- 
tion. In early industrial pioduction the possible and actually 
occurring expansion justified the assumptions of (a) a quasi- 
cquilihrium and (b) a relatively high and still increasing 
degree of unfettered intci dependence of the factors of pro- 
duction. A monetary theory, therefore, based on these as- 
sumptions necessarily had ro coincide with a high degree ol 
accuracy with the concrete economic events at that time. 

The classical theory of inflation expressed thus merely the 
phenomenal coincidence of a specific historical period. It 
should be understood as a “special case” in doctrine formation 
i reated by and applicable to a special historical situation only. 
This, however, inferen daily amounts to saying that the ab- 
sence of the same conditions necessitates the formulation of 
correspondingly different concepts. 33 

52 Niebyl, “The Need for a Concept of Value in Economic Theory.” Quar - 
terly Journal of Economics, LIV, Part 2 (February, 1940), 201-216. 

53 For a recent statement of a different point of view see Mai get. The 1 hfory 
of Prices , Vol. I. 
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T he report of the Bullion Committee was made to Par* 
liament in 1810. Attention is usually called to the 
depression of 1810 and how it delayed governmental ac- 
tion on the revocation of the Restriction Bill. Napoleon’s re- 
appearance in 1815 is considered a cause for the further post- 
ponement of the resumption of cash payments. Only in 1819 
the law was passed by Parliament whereby the Bank of Eng- 
land had to redeem its notes in gold, to be specific, in gold 
ingots. Parallel with this o\ei hesitant performance of the 
government runs a somewhat moie detei mined policy of the 
directors of the Bank of England. This institution began in 
1817 to redeem Bank of England notes below £5. As an ap- 
parent af Lei math of these events, there appeared a discount 
of the English exchange as against foreign exchanges, with 
the explanation lor which Fnghsh bankcis and business men 
were soon seriously concerned. 

What then are Lhc relevant lactois to be taken into account 
if we arc to unclei stand the economic effects of the monetaiy 
policies of the time^ Monetary historians and thcoiists began 
to eipphasi/c monetaiy data to the exclusion of other data 
when attempting to bung light into the mvsteries of the flow 
of money. It seems to us that at this point it is necessary to 
discuss the again changing general economic situation of Eng- 
land bcfoie we can concent 0111 selves with the paiiuular 
causes affecting the flow of money and the lcsults of the con- 
scious diicction given to tins flow' by government as well as 
by business. In the pioccss of this ana l> sis we shall he able 
to discern and to undei stand the natuie ol the monetary 
theories advanced during this period* 

the chvngixc, proc 1 ss oi ncom mox i he Industual Rev- 
olution is usually said to have begun on the date of Watt’s 
invention of his improved steam engine A fact that is often 
disregarded in such presentations is that inventions do not 
appear without due preparation inheient in Lhe historical 
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changes of the economic and social structure. For example, 
the application of power machines, such as Watt's improved 
steam engine, was possible only after a large number of tool 
machines had been created which were capable of being co- 
ordinated by means of a central power machine. When this 
was accomplished, the next problem was to reproduce these 
machines on a large scale. Machines had to be produced by 
machines, and it was not until the beginning of the nineteenth 
century that the technique was developed whereby machine 
tools were produced by means of other machines. The impor- 
tant datum for us at the moment is that this process did not 
become general before the beginning of the nineteenth cen- 
tury. 

But let us look at another aspect of this early stage of this 
period; let us Lake the worker and his changing function 
within this process. As long as the laborer worked with indi- 
vidual tools, the “capital” imested in these tools was rela- 
tively small. With the advent of machinery, the volume of 
capital invested in production necessarily increased with the 
number of increasingly complex machines used in produc- 
tion. Not only the necessary volume oi capital increased but 
also its fixity. It is tiuc that some machine tools were used 
for a single process of producing one certain commodity, but 
it is more important that they were now used ever inc reasingly 
for series of processes. 

As Mr. Ashworth, an important cotton manufacturer or 
that period, said: “When a laborer lays down his spade he 
renders useless, for that period, a capital worth i8d. When 
one of our people leaves the mill he renders useless a capital 
that lias cost 100,000 pounds. 1 The result, as far as it affected 
the laborer, was to make it desirable for the employer to pro- 
long the work day in order to make profits on the investment 
of an ever-larger volume of fixed capital. The process found 
its natural limitation in the physical capacity of the w r orker. 
As a result the shortening of excessively long pciiods of labor 
demanded by the laborers became less stubbornly opposed by 

1 SenioT, Letters on the Factory Act, pp. 13-14- 
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the employers The latter began to realize that an optimum of 
outpuL was not reachable by a meie quantitative extension of 
the laboring day.- 

Accompanying tins process of the mechanization of indus 
try was the cmigiaLion of the laborer fiom the countryside to 
the towns, which reached the end of its first stage at this time. 
Concentration oi labor in the towns created a maiket which 
for the time being definitely rc established the prosperity of 
English agriculture It was moie impoitant, however, that it 
now was possible loi industry to lepioduce its own industrial 
lcscrve amiy by setting laboi lree in the competitive process 
of improving its technological equipment In this way it be 
gan to supply the less ui gently demanded labor for the still 
continuing im lease in the volume of production 8 

*-U is obvious tint Liu piottss of learning (he skill ntctltd in industiy 
was quilt a lengihv out Boulton and V\ ul ior instance wert cv^r read) 
to complain ibout the Ink if skill oi then new woikmcn See also the system 
of divided 1 lboi liitioduitd l>\ Wedgwood in his futmy (Wetcyard T he lift 
of Josiah nrrij,ur d 1 In ilns itspuL ihc ti liisfonn ition of Lngland 

into in lndustuih/t 1 tuuuiiy dillns in no wav fiom the phenomenon ob 
sen iblt in the USSR m the ircuii p isl In England the intensity of this lack 
of sidled 1 ih( i mcludm di lughlsmui and tlerks begin to subside with 
the turn of the cijitunih century (lord Capital and Steam l*oii tr, p jot) 

1 l ethnologic il displ itMiunt ind populition giowth at that time lcprescnt 
pi obit ms to which M dthus among othus attempted to give an answei in 
his etude populuiou Lhcon He conceived quite concctly the duett depend 
cnir of iIil i itc il pupul iLion giowth or decline upon the existing economic 
conditions His paiiiculu w ty ol exposing this dependence that is his juxta 
position of quumtitm imlimctic and gcoinctnc senes exhibited m the 
ul ition of aguculiuid c ulput ind iiuiuhcr of populition is however quite 
mcltum to Ins iuiin point mmcly that this ckpcndencc exists Onlv a 
liter age which looked upon quantititne mustig ition as a shibboleth foi 
science could he misled tar enough to become gruels concerned over such 
a puielv phtnonuud pithlem 

Maltliuss ihcoiv tf population is ctmipaitd to tint of Pcitv for instance 
shows cleaily the roinpletc quilitativc change which populition theory 
along with economic it ilit\ had undergone As an apologist for the status 
quo ante tint is scucily of labor supplv w i n cs it a point ntccssiry for 
lepioduc lion ol plivsit il encigv and no government issistantc to the mi 
employed W dthus tried to deil with populition growth ind the ensuing 
misery of the people as pessimistically as Pettv had been optimistic in his 
advocacy of an imitising populition 

Ricardo saw this process ninth mote eltuly thin the polemic mng \1 dthus 
And while Pettv gavt cleu economic reasons loi the ohseived and demanded 
population giowth Malthus in his function as an apologist is forced to 
lesort to an appcil to puielv metaphysical ‘biological fortes 

Rieirdo stated cknilv ‘1 have said that when a manufacturer is in pos 
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This process of increasing machine production produced 
unemployment and starvation among die handicraft trades; 
the death struggle of the weavers of cotton by hand looms is a 
horrifying example. 4 There we find the foundation for the 
lagging real wage of the laborers, which in turn made possible, 
in part, the freeing of production resources demanded for the 
increasing investment needs. The process of economic struc- 
tural transformation which took place between 1780 and 1810 
can best be illustrated by examples. There are as yet, unfor- 
tunately, only a few really adequate investigations into the 
development of business enterprise at that time. The enter- 
prise of Boulton and Watt affords perhaps as typical an illus- 
tration of die newly emerging type of production as can be 
found. 6 

session ol a circulating capital, lie can employ with it a gieal number uf 
men; and if it should suit his puipos.es to substitute a fi\cd capital of an 
equal value for this circulating capital, it will he inevitably followed by a 
necessity for dismissing a pan ol his woi Linen, fm a lived capital cannot 
employ all the labour which it is calculated to supersede" (Ricardo to John 
Ramsay McCulloch, London, lfi June, iRsi, in: Lrttns of David } iivurdo to 
John Ramsay McCulloch, 1816-1823, ec *‘ J- H. Hollander, p. 109). If ’these 
11 nibs appear (10 Ricaido) ... to be as demolish able as any of the truths 
of geometry" (ibid.) they most certainly me demolish at erl today. I he kernel 
of Ricardo's wisdom lies in the fact that he deduced 1 lie necessity of a sur- 
plus population (in the long run) horn the analysis ol the mechanics of 
the system of production. 

\V. Stanley Jevons, who agreed with Maltliuss basic thesis (Jevons, 'l he 
Coal Question , p. 149) remade the pessimism of the lauei into a now equally 
unwarranted optimism. Living in the second youth of industrial society, 
that is, after the exploitation of the colonies had begun, he regarded "the 
increase in population . . . rather under than above the increasing means 
of subsistence (ibid., p. 173). As one of Lho first advocates of the pleasure -pain 
principle, that is, of a psychological and purely phenomenal approach in 
economic analysis, he was unable to see tiic productive dynamics of the 
process. 

4 "The price paid for weaving a pjriicular kind of cloth, as shown in the 
following table, will exhibit the extraordinary depieciation which has taken 
place in the value of this species of labour: 

1 79a 39/9 (•'billing) 

1S10 15/- ;; 

1830 5 h 

"This is not a solitary instance; it is an example of the entile labour 
connected with hand-loom manufacture." Phillip Cask ell, Artisans and Ma- 
chinery. 

0 Lord, Capital and Strain Power, ijyj-iSno. p. si see also the very in 
formative investigation hv Erich Roll, An Early Experiment in Industrial 
Organization , Being a History of the Firm of Boulton & Watt, lyjj-jSoy 
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James Watt was originally a mathematical instrument maker, 
whose mind was “directed to the study of the steam-engine” 6 when 
he had to repair a model of Newcomen's engine belonging to the 
University of Glasgow. In conjunction with Professor Black of 
the same university, Watt set out to improve Newcomen’s engine. 
To pursue this work, he was forced to look for financial assistance. 
It is interesting to see that he found the necessary “capital” in the 
private fortune of Dr. Black. Later on, after this source had been 
exhausted. Dr. Roebuck, of the Carron Iron Works , 7 became in- 
terested. He had found the steam engine of Newcomen inadequate 
for pumping his mines clear of water. With the financial collapse 
of Roebuck , 8 Watt again had to look for a new patron and found 
him in Mr. Boulton, who owned a very modern hardware fac- 
tory 9 in Soho, near Birmingham . 10 “All classes of workmen (were) 
engaged in the manufacture of its various products; and in the 
owner of this factory was vested the technical as well as the entire 
economic control over his employees . . . Soho had all the char- 
acteristics of a factory, and it carried machine production to a 
high degree notwithstanding the unreliable power which it could 
command.” 11 It is in this factory that Watt continued his im- 
portant experiments. The form of partnership into which he 
entered with Boulton is quite significant for our problem. It was 
not a partnership designed to produce improved steam engines, 
but to establish a firm of consulting engineers. The production of 
steam engines would have required a relatively large amount of 
capital which was not available, either to the producers or to 
those who were interested in buying the engines. Whatever capital 

0 Muirhcad, Life of James Watt , p. 75; see this work also for the interesting 
capitalization of Watt’s business as a mathematical instrument maker. 

7 Erich Roll, ibid., p. 12. For a more detailed account of Lliis enterprise see 
Lord, Capital and Steam-Power , pp. 76 If. Roebuck, as well as Boulton, had 
been among the first to localize their industries consciously according to 
transportation and power facilities rather than by what at least appeared to 
have been accident. 

8 The financial difficulties of Roebuck's firm are an interesting example 
of the development of credit in Scotland, which Adam Smith discussed at 
length {Wealth of Nations, I, 281 If.). 

9 John Lord quotes a letter from M. Boulton to Wendler, July 10, 1767 
(Tew. MS), in which Boulton writes about his type of work, “I should be 
glad to work for all Europe in things they may have occasion for in Gold, 
Silver, Copper, Plated, Gilt, Pinchbeck, Steel, Platina, Tortoises-shcll.” Lord, 
Capital and Steam-Power , p. 44. 

10 Birmingham, as a non-chartered town, had been relatively uninhibited 
in its development as one of the centers for metal work since the sixteenth 
century. Sec The Present State of Birmingham; Lord, Capital and Steam- 
Power , pp. 39 ff. 

Lord, Capital and Steam-Power ; pp. 5-6. 
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Boulton was able to raise, privately, by selling parts o£ his own 
and his wife's estates, by loans from wealthy private or business 
friends, from banks, or from recourse to the liquid means of his 
own factory, was hardly enough to keep the necessary experiments 
going. 

This lack of capital was expressed in the production technique 
adopted by Boulton & Watt. They did not produce all the parts 
in their own factory, as the latter was not properly equipped, and 
the outlay for a new and complete engine factory would have 
been far too great. Thus, it was largely left to the discretion of 
the buyers to secure the parts needed for the engine and specified 
by Boulton 8c Watt, with the exception of especially important 
parts, which they either produced themselves or specified to be 
ordered from certain establishments. For example, cylinders were 
ordered from J. Wilkinson, who with his father had been a pioneer 
in the process of melting metals. 12 

Boulton 8: Watt succeeded in this way in 1 educing their own 
tapital investment to a minimum, but they proved their real busi- 
ness genius by recognising the same necessity for their purchasers. 
The price they made was based upon the actual cost of the parts 
which they themselves delivered, plus "1/3 of Lhc savings as com- 
pared with the consumption of one of Smea ton's engines." tfl This 
premium w r as to be paid half-yearly for the duration of Liu patent 
which had been granted to Boulton & Watt, by Act of Parliament, 
for 25 years. 14 This arrangement made it possible for the purchas- 
ers to avail themselves of the new engine with no more capital out- 
lay than they would have had to incur in buying the old unim- 
proved type. The additional price for the new engine they were 
allowed to pay out of the savings which they were able to effect by 
its employment. 

This business technique is typical of a period in which capital 
was scarce all around. Significantly, w T e find that this technique 
changed as soon as the fundamental economic conditions changed. 

The period between 177b, the beginning of their partnership, 

12 For his interesting career see Dickinson, John Wilkinson, Iron Master; 
also Paliner, John Wilkinson and ike Old lien ham Iron Works, 

18 Watt to Wright, 16 April, 1778. Ciicd by Roll, An Early Experiment in 
Industrial Organization , pp. 109—110: “The real cause of the curious system 
of payment was, undoubtedly, lack of capital." 

The special Act of Extension through which Boulton and Watt received 
their patent ift 1775 is a significant example of a changing function of an 
economic institution. The privilege of granting monopolies to enterprises 
had been used since the reign of Elizabeth to improve mercantile activities 
in England. Now, this monopoly privilege was invoked by pioneering in- 
dustrial entrepreneurs, to safeguard the infant steps of the age of laisset 
faire . 
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and the late 1780*5, when the business technique was altered, con- 
sisted for the firm of Boulton 8c Watt of a series of financial strin- 
gencies, only gradually lessened toward the end of the period. 
During all this time, the machines were improved and their field 
of application increased rapidly. 15 

The immediate occasion for the change from a royalty system 
to a lump-sum premium, that is, to the sale of the machines at a 
fixed price, was the impending expiration of the patent in 1800. 
The point not to be lost sight of is that this change in business 
technique manifested a change in the general economic conditions 
in as much as it was now possible to (a) produce the machines 
themselves, because the necessary techniques had been developed, 
and (b) sell them at a fixed rate, because of the gradually accu- 
mulating business profits, that is, an increasing volume of avail- 
able investment funds. The stage has been reached where we can 
consider the firm of Boulton & Watt as a productive enterprise, 
which from this point on was typical of the industrial type of 
production. l,i There was little difficulty now in securing adequate 
capital. By 1812, the entire debt to the parent firm, that of Mr. 
Boulton, Sr., had been paid back. 

This case is not to be taken in any absolute sense as repre- 
sentative of the whole development of that time. We are inter- 
ested in the structural tendencies which undoubtedly found 
manifold expression in the different types of industry, accord- 
ing to different particular historical situations. What comes 
out rather clearly is that the infant stage of industrial society 
was during this period gradually outgrown, and the nature of 
the demand for capital underwent a considerable change. 
There can be no doubt that this change in the financial aspects 
oE the productive apparatus of the time had considerable im- 
portance with regard to the character of the flow of money 
and to the reactions which any manipulation of this flow 
evoked. When Boulton & Watt started business, the capital 
available was small and was supplied largely by private re- 
sources and by the purchasers of their engines, the latter 

lfl For example, the epoch-making application of steam power to flouT 
milling, ibid., p. 112. 

3 n This typical character was also apparent in ihe changed character of 
the owners and operators of the enterprise, Messrs. Boulton, Jr., Sc Watt, Jr., 
who were solid business men and no longer inventors like Mt. Watt, Sr., or 
promoters like Mr. Boulton, Sr. 
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constituting in effect a peculiar kind of credit. As far as bank 
loans were concerned, they were granted only after the firm 
was well under way and then first by London and later by 
Amsterdam bankers. 17 The necessity for these loans ceased to 
exist in the last years of the eighteenth century after the coun- 
try banks had become well established. 

For a similar development we may briefly refer to the 
growth of the famous pottery firm of Josiah Wedgwood. 
Wedgwood also started with his own small pi i vale fortune, 
supported by friends rather than by bankers. It should be 
remembered, though, that some of these fiiends were mer- 
chants, such as Bentley, who helped Wedgwood lo establish 
his Etruria works. Bentley was originally a Manchester ware- 
houseman; later he became a general met chant and financier 
first in Liverpool and later in London. In contrast to Boulton, 
who had developed into a typical iiulustiial promoter, Wedg- 
wood represented rather “the intermediate stale of paternal 
employer between the guild-masler and the pure capitalist." 18 

Wedgwood introduced the first steam engine in his works 
in 1782, and J. Wilkinson in 1770. The total number of steam 
engines of the old type working in 1775 was 130. In 1800 there 
were 321, with a horsepower of 5,210,'® no longer predomi- 
nantly in mines, as had been the case earlier, but now em- 
ployed in textile manufacture, bleaching, the piinting of 
calico, dyeing, and so forth, thus making large-scale produc- 
tion possible. 

The growing industries necessitated impro\emcnt in trans- 
portation. The BridgewaLer Canal was constituted mainly by 
means of funds from the adjoining coal mines, and the Grand 
Trunk Canal was initiated by Wedgwood. 20 But by 1800 in- 
dustry had developed generally far enough so that the possi- 
bilities of large profits out of investments in transportation 

17 £14,000 from Lowe, Vcre & Co., London (Roll, An Laily Experiment in 
Industrial Organization , pp. loofT), £7,000 from Wiss, a Dutch banker (see 
Lord, Capital and Steam-Power, pp. 116-117, 120-123), £30, 'Xi o or £40,000 
from Mr. Hope, an Amsterdam banker (ibid., p. 13^). 

18 Lord, Capital and Steam-Power, pp. 143* 18 Ibid., p. 176. 

20 The Present State of Birmingham , p. 21. 
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began to attract speculation, with the usual result that the 
anticipations outran the actual immediate needs. Here, again, 
we have an example of what so often is lightly dismissed as 
“irresponsible,” “uneconomic,” and “avoidable” speculation 
but which in reality represents an indispensable step in the 
growth of industrial capitalism. 

The point of our brief historical illustration may be sum- 
maiized in this way. With the turn of the century, industry in 
England had reached a stage in its development that was 
functionally and basically different from that of twenty-five 
years earlier, “By the year 1800, the steam-engine had not 
made such a transformation in industry as is often imagined, 
nor, on the other hand, was it so defective as to be lelatively 
unimportant.” 21 The stage was set, however, for a develop- 
ment that was to be as different from the preceding one as the 
theory and the understanding of the function of money in 
David Hume’s and Adam Smith’s lime were to differ from 
that of the deflation period and cuirency debates after the 
resumption of cash payments by Lhe Bank of England. 

thl ruNcnoN or Bin -broking The two outstanding types 
of institution relevant to the change in the function of money 
weic the bill-broking houses and the joint-stock industrial as 
well as banking establishments. 

We have pointed out befoie 22 that the use of bills for ob- 
taining liquid funds was not as such a development char- 
acteristic of the last quarter of the eighteenth century. The 
technique of using commercial bills had been employed previ- 
ously between private tradeis and even between individual 
merchants and individual produceis of the mercantile and 
manufacturing type. As long as the trade in bills was depend- 
ent upon the direc t exchange between economic individuals, 
the sphere oi their cn dilation, and theiewith their total 
amount and their importance as a pai t of the \ olume of money 
in circulation, was restricted. 

ai Lord, Capita/ and Steam Power, p 321 **Ib\d, p. 23. 
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It was only after the rise of financial institutions adequate 
for the period, of which the country banks were the first to 
emerge, that the technique of financing economic transactions 
bv means of bills found a base upon which it could prosper. 
It has been said that direct bank loans and overdrafts, the 
latter especially in Scotland, were primarily used for the ac- 
commodation of immediate cash needs: for instance, for wage 
payments, and so forth. The larger amounts were almost ex- 
clusively secured by means of drawing bills. It was a function 
of country banks to transform these bills into cash for their 
clients, which they accomplished if there were no ready cash 
on hand by giving their own drafts to their London corre- 
spondents. 

There is one characteristic of tounfiv banking which 
proved to be of considerable importance in the development 
of bill-broking houses. This was the interpretation of the Acts 
of Parliament of 1708 and 1742, by which the monopoly on 
the issuing of notes of the Bank of England had been pro- 
tected by means of forbidding all other banks to ha\<" more 
than six partners, thus restricting the possible giowtli of any 
rival banks. In Lhe beginning of the development of country 
banks the common function of all hanks had been to issue 
notes. However, the restriction in size was applied to all banks, 
including those institutions later developed which weie not 
predominantly interested in the issuing of notes. The result 
of this interpretation of the Acts was that with the giowth of 
industrial and commercial transactions the country hanks 
found it difficult to adjust their own capital to their expanded 
business. 23 They were forced to rely increasingly upon their 
London connections for the remunerative disposal of their 

2a This influence of the Arts oT 170H and 1742 upon the forms of the 
financial institutions which cmcigcd fioni the changed conditions is a rather 
clear case of an influence o[ institutions developed in a pi feeding period for 
the purpose of dealing with problems of that preceding period, upon the 
forms of the institutions in the sure ceding period created to deal with the 
problems of that period. It should be noted clearly that tins influence af 
fected, in this case as always, only the forms, not the functional content, of 
the new institutions. 
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country funds, as well as for securing such funds when 
needed. 24 

The funds sent to London by the country bankers were 
usually allowed some interest by the London bankers with 
whom they had been deposited. This continued as long as 
relative scarcity of funds generally prevailed. After the restric- 
tion of cash payments in 1797 the Bank of England began to 
accommodate the financial needs by issuing paper. The result 
was a plentiful supply of money, which made it difficult for 
the London banks to employ remuneratively the country 
funds deposited with them. It should be noted that the prac- 
tice of issuing bills had been followed by the country banks 
for some time, and they were enlarging upon it when the 
Bank of England began its competition. Exchequer bills 
which had been employed in the investment of bank balances 
began to fall and with them the interest rates, with the result 
that the London bankers abandoned the practice of paying 
interest on the deposits of the country banks. The country 
banks were thus forced to look for direct investment for their 
funds, and since their localized status and experience did not 
permit them a wide enough range for the procurement of 
investment prospects, they began to employ London agents 
who made it their special business to perform such tasks. 

It would be a mistake to assume that all these country banks 
were alike. We have referred elsewhere to the development of 
English foreign trade during this period. The increase in the 
political and to a certain extent commercial difficulties be- 
tween England, on the one side, and Holland and France on 
the other, 25 as well as the invention of the cotton gin by Eli 

21 Sec the evidence of BagehoL before the "Select Committee of the Re- 
strictions Imposed and Privileges Conferred by Law on Bankers Authorized 
to Make and Issue Notes in England, Scotland, and Ireland Respectively,’’ 
British Parliamentary Papers , 1775 (351), IX. 1. Minutes, 7999. 

25 The disturbances of the commercial relations between England and 
France during the war must not be overemphasized. Thus, for instance, the 
British insured the French ships in the West Indies trade in the midst of 
the Anglo-French wars as a result of which the French did not even care to 
convoy these vessels (Essays on the Science of Insurance , Whether It Be 
Nationally Advantageous to Insure the Ships of Our Foreign Enemies, 1797, 
pp. 7-16; also Boulton and Watt delivered an 85 horse-power engine in 
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Whitney, had increased the trade between Liverpool and 
Philadelphia. This trade was financed largely by bills of the 
Quakers on both sides of the Atlantic. Country banks such as 
that of Gurnell, Hoare, and 'Harman, with connections in 
neutral Hamburg — Amsterdam and Rotterdam being block- 
aded — rose to power. 20 

The same development, to varying extents, could be ob- 
served in other trade ports. The rise of Gurnell and Company 
of Norwich offers a good example. 27 They had been engaged 
in the wool trade originally and had gone through the stage of 
supplying domestic producers with the necessary funds; 
finally they established the Norwich and Norfolk hank. Their 
London correspondent was a Joseph Smith, who himself was 
a wool factor. 28 By 1799 Smith, who had received in his busi- 
ness many bills from other provincial banks which lie had 
furnished to Gurnell for the employment of their funds, be- 
gan to concentrate on the banking business. For the bills 
which he furnished to Gurnell he charged a commission of 
one-fourth of one percent. The business inci cased, and in 
1802 Thomas Richardson, a former clerk of Smith k Holt, 
began to accommodate Gurnell with bills, (barging no com- 
mission to Gurnell, the lender of the money, huL receiving 
his income entirely from the hoi rowers in the form of brok- 
erage. The business flourished so well that in 1 807 the Gurnell 
family itself became represented in the brokerage firm of 
Richardson. The bill-broking house of Richardson transacted 
bills at that time to the amount of £1 ,150,000. King < omputed 
the turnover of this firm in 1813 as more than £17,^00,000. 
After 1810 the bill-biokers were in a position to penetrate 
directly into the main industrial areas, because the character 
of the country banks and the resultant discount policy had 

1 779 to Paris after having obtained oflkial passports (sec Lord, Capital and 
Steam-Power, p. 211). John Lord (ibid., p. 227) mentions also that even wars 
aie delayed because nations have insured thcmscls es (Arh, liirm ingharti 
Gazette, Mauh 23, 1778). Arms and goods are sold to opponents. 

20 Newbold, Democi acy, Debts and Disarmament, p. tG. 

27 Bourne, English Merchants, pp. 356 fF. 

28 W. T. C. King, History of the London Discount Market, p. 18. 
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not proved capable of adequately accommodating the needs 
of the enormously expanding industry. The bank rate was 
kept at 5 percent, and when the economic difficulties in 1817 
created another ovcrsupply of investible funds, the bill- 
broking houses were quick to take advantage of the situation 
by reducing their interest rate. The policy of the Bank of Eng- 
land here again played an important role. We mentioned be- 
fore that the Bank of England had begun to discount bills 
after the suspension of cash payments in 1797. The competi- 
tion of the private bill brokers became marked after 1810 
causing the portfolio of the Bank of England to fall off con- 
siderably, since the Bank adhered strictly to its discount rate 
of 5 percent. 29 It is interesting to see that “by the middle of 
1819, he [Gurnell] was complaining of a shortage, not of bills, 
but of money, which he attributed to the inadequacy of circu- 
lation/' ao We shall come back later to the cause and other 
effects of this shortage of money. 

Another cause of the decrease in importance of the dis- 
count business of the Bank of England was the policy of the 
Bank not to accept any paper running for more than 65 days. 
The character of the newly developing finance was such that 
this* period proved for the most part to be insufficient, and 
while the Bank of England adhered strictly to its established 
policy, the bill brokers were willing to accommodate accord- 
ing to the quality of the paper rather than according to the 
length of its run. While it may be assumed that the average 
discounts were about three months, bills were discounted by 
the brokerage houses for as long a period as three years. 

The country banks which had been established and now 
functioned in developing industrialized areas were con- 
fronted, as we have pointed out before, with the need to 
furnish the circulating capital for the growing industrial 

20 Lord's "Committee on the State of the Bank of England with Reference 
to the Expediency of the Resumption of Cash Payments," British Parliamen- 
tary Papers , 1819 (291) III, 36^(4^). 

,D W, T. C. King, History of the London Discount Market, p. 29; "Secret 
Committee on the Expediency' of the Bank Resuming Cash Payments,” Brit - 
ish Parliamentary Papers , 1819 (202), III, i -(46), and 1819 (282) III, i -(46). 
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enterprises. Consequently, they issued bills of rather small de- 
nominations, especially in Lancashire, where notes were is- 
sued rather hesitatingly. These bills actually functioned as 
currency. The use of such very small bills was somewhat dis- 
couraged after 1815, because of an increase in the stamp duties 
for bills under £20. 

Many of these bills found their way to the larger import 
merchants in the ports and from there to London. Their 
quality could not easily be appraised so fai from their place of 
issue except by specialists, an occupation which was also in- 
creasingly taken over by the bill brokers. '‘Regular customers 
invariably relied upon the bill-broker’s judgment, and would 
take from him paper which would have been rejerted un- 
hesitatingly had it been taken direct.” 31 All these functions 
of the bill brokers tended to improve ihe discount facilities 
for the manufacturer in the country, 32 and thus to provide for 
the emerging needs described above for fixed as well as circu- 
lating capital. For the country banks the establishment of the 
London bill brokers was important, since they offered an ex- 
pert knowledge of the paper dealt in, whit li made for a marked 
decrease in the losses compared to those incurred before their 
advent, and, secondly, because they served as a ready market 
for the disposal of bills. 

JOJNT-STOCK ENTERPRISE AND JOINl-STOCK BANKING The 
gradual emergence of industrial production had brought the 
invention of power as the technical basis foi production. It 
had now become possible to extend the process of dividing 
labor and to concentrate production in larger establishments. 
We have already discussed some of the financial problems 
which arose within this process. The duty of securing the 
necessary capital rested entirely with the owner of the enter- 
prise. While the banks were willing to supply much of the 
circulating capital, fixed capital in most rases had to be pro- 

81 W. T. C. King, History of the London Discount Maiket, p $3' 

32 See report of "Select Committee on tlic High Price of Bullion, British 
Parliamentary Papers , 1813 (349), III. 
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vided through direct loans. It was in line with the develop- 
ment of the industrial structure, therefore, that gradually an 
accepted form developed whereby recapitalization, as well as 
the securing of new capital, foi the constantly expanding and 
newly developing enterprises took place. This form was a 
meie institutionalization and legalization of existing prac- 
tices. I he piivatc lenders of money for purposes of industrial 
production received in return pait of the profits made out of 
the application of then capital to production. They were in 
creasingly hesitant to incut any personal liability for the en- 
tire obligations ol the enterprise in which their capital was 
working The limited liability joint-stock companies exhibit 
exactly the desired featuies ol limited liability, with the one 
diffeitnte that instead of the general custom of guaranteeing 
inter csL returns the "silent” paitncis in a joint-stock compan\ 
weic made to pailicipatc in whatever piohts the enterpnse 
was capable ol producing. Fuithcrmoic, financial stability of 
the cnteipiiscs was cntoiccd by having the capital that was 
formally borrowed loi a limited penod ol time now invested 
as pait of the peimanciit h\cd capital. 

Lastly, continuity in cntcipiise was made possible through 
the joint-stock lcnm. I he individual entrcpieneur could offci 
no guarantee lor the continuation of his enteipiise, and it was 
for the sake ol the ( ontinuitv of the leturns of invested capital 
in case of accidents happening to such an entrepreneur thaL 
the )oint stock foim ol enterprise repiesents the definite 
emancipation of production as an active economic unit inde- 
pendent of the individual personnel of its leadership. The 
anonymity of ciUcipusc thus cicatcd is the necessary com 
plcinent to absentee owner capital, whose influence in the 
later development of industrial society was to become of such 
maiked importance.™ 

It is interesting to obseive that the clause "limited liability” 
was introduced first in France, offering an example that "late” 
industrial countries weic more likely to introduce rather 

,,a Yrhlrn, l he Theory of Ih. uruss Entrtftnse also 7 he rhcoi of thr 
leisure Class 
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radical changes in their existing legal patterns than the coun- 
uies which, like England, gradually developed new economic 
institutions. While England did not sanction limited liability 
until 1855, joint-stock companies in industry began to grow 
long before that time. 

The Bubble Act of 1719 had checked the use of the unin- 
corporated joint-stock companies as applied to mercantile 
business. 84 However, the Act had been drawn up in such art 
“unintelligible” way 35 that when the economic necessity arose 
the Act itself was simply circumvented. 3 ® A large number of 
companies were incorporated, but an even larger number of 
joint-stock manufacturing and trading companies did 110L 
bother to incorporate. There was only one prosecution under 
the Bubble Act up to 1808. By 1 8i> 5 joint-stock companies 
xepresenting capital of about £200,000,000 were said to ha\e 
existed, 87 and when at that time attempts were made to en- 
force the Bubble Act, the latter was lepealed. In the Act of 
1825 incorporation was made easier, while ' unincorporated 
companies were left 10 the common law.” 38 Alter the enact- 
ment ol the Trade Companies Act ol 1 834 il became legally 
possible to create associations which according lo common law 
weie neither partnerships nor corporations, but had the possi- 
bility of suing or being sued through their offices. The Act of 
1837 involved a still further extension and continued the liist 
regulation concerning limited liability on shares. Wc do not 
need to go any farther here into lire historic al growth of joint- 
stock companies, for it should be clear lrom what has been said 
that achievement of the legal status by these companies in 
manufacture was relatively slow. They existed and began to 
play a considerable role in the financial structure of the de- 

34 Scott, The Constitution and finance of English, Scottish and Irish Joint- 
Stock Companies to IJ20; lor the time aftei 1720 see Cunningham, The 
Growth of English Industry and Comma ce in Modem Times, especially 
pp. 816 ff. 

35 Hansard, Parliamentary Debates, 1825, XIII. 1010. 

® a An excellent account of this process is given in H. A. Shannon, I he 
Coming of General Limited Liability in Economic History, II (Jan., 
267-291. 

8T Ibid., p. 269. as Ibid., p. 27 6 * 
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veloping industry before legal recognition had been granted. 
The very fact of their gradual emergence manifested a chang- 
ing financial structure of industrial production. The new 
means of providing the capital needed by growing enterprise 
found its complementary expression in the changing form of 
the financial institutions which were wedded to the mode ol 
production and therefore had to change with it. 

Joint-stock banking would have been the natural outcome 
of the growth of industrial and commercial finance in the 
country at an earlier date if it had not been for the restric- 
tions imposed upon the structure of banking through the Act 
of 1708. The financial crisis ol December, 1825, brought home 
the fact that the inadequate banking structure of England n 
was responsible for the lack of banking control and financial 
integration which seemed to have been to a large extent re- 
sponsible for the alleged overissue of paper. Such a presenta- 
tion, however, seems to be an unwarranted oversimplification 
of the actual situation. While lack of integration in the bank- 
ing structuie cannot be denied, the source and the incentive 
for speculation did not lie with the financial institutions 
themselves, but was an inherent and unavoidable charactei- 
istic of the glowing industrial pi oduction. 40 The latter made 
for ever-increasing demands for funds, and it was in com- 
pliance with these demands that the government had decided 
in 1822 to continue to permit the issue of country bank notes 
of less than £5 lor another ten yeais. This, in accordance with 
the plan tor the final and complete resumption of cash pay- 

By inadequate banking stiuctme we lefer to the existing country bank 
system with the icstiictions on its growth and the unwillingness on the pait 
ol the Bank of rnglind to extend its business ovei the whole country. 

Gregory (The Westminster Bank through a Ctntur), 1, 4) describes the 
surface phenomena of this piotess when he says that "Economic expansion 
involves a growth in the stale of the demands for accommodation with winch 
the banket is confioiued, and theic arise difficult technical questions of 
spreading the ink adequately, as well as Olliers concerning the liquidity of 
the loans granted when a setback occurs m economic conditions. The rhythm 
of economic life itself involves changes in the short-term trend of prices, but 
when such price changes are superimposed upon a changing long-term price 
trend, the strain upon the banking system is increased, and if the structure of 
the banking system is not adequate [italics ours] even to the normal demands 
made upon it, its operation must then prove extremely defective.” 
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merits, should have been discontinued in 1823. These notes, 
particularly the £1 notes, had wide circulation as a means of 
paying wages, and the lack of regulation oi their issue consti- 
tuted in the opinion of a large part of the public a grave 
danger of overissue. 

At the same time the Bank of England began to enter 
actively into the competition for the discounting of bills by 
reducing its rate of 4 percent and prolonging the run for bills 
eligible for discount from 65 to 95 days. 

The speculative character of the accommodated demands 
for funds which, we maintain, was a necessary sign of that 
time, and the inadequate structure of the financial institutions 
providing these funds made themselves felt in 1825. The re- 
fusal of the Bank of England to continue to discount as a 
means of averting disaster turned out to accelerate disaster, 
and only through an equally sudden expansion of the Bank's 
volume of discount did it succeed in avoiding an even more 
formidable financial collapse. 

Thomas Joplin probably comes nearest to the truth when 
lie says that 

the immediate cause of these difficulties was not then . . . gen- 
erally understood. They were commonly attributed to over- 
liading, and wild speculations, the scarcity of money which existed 
was imputed lo vast amounts supposed to he sunk in visional y 
undertakings, and the discredit and want of confidence it was 
presumed would merely extend to those houses who were im- 
plicated in them . 41 

Joplin is of the opinion that the panic could have been 
avoided if the Bank of England had not refused at first to give 
the necessary accommodation. ‘ Can we be surprised that men 
would not part with their money, when the Bank dared 
not?" 42 He felt that it was for this reason that the disaster 
spread. 

The policy of the Bank offers an interesting lesson in mone- 
tary policy. The type of reasoning employed by the directors 

41 Joplin, An Examination of the Report of the Joint-Stock Bank Com- 
mittee, p. 70. 

* s Ibid., pp. 70-71. 
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of the Bank and the advocates of the Bank’s policy had be* 
come strangely divorced from the reality of the economic 
process. We find here the first formulation of those arguments 
with which we are so familiar in our own days and which at 
that time weie not any more correct than they are today. It is 
here that we observe, if not the first, at least one of the earl\ 
casts in which money was regarded as being imbued with a 
magic power which was supposed to be capable of adjusting 
and regulating the plot ess of produc tion actording to the way 
m wluth money was consciously managed Overissue was re 
garded as the definite cause of all evil, and the immediate 
restriction of ti edits and discounts w'as thought to be the 
efficient way out Fortunately, the dnectors of the Bank weit 
at that time hugely still active business men themselves, not 
meie managers, and they were ready to correct tlierr wrong 
reasoning and to salvage what still could be saved by reversing 
entirely their pievious policy if only to sa\e tluir own invest 
ments and piofits. We shall return to this argument when we 
discuss the theoiy of deflation proper. 

The one immediate result ol the e\pcncntc of 1825 ' udS die 
recognition that the structuie ol the existing banking system 
had to be adaptc d to the new conditions I he great number of 
small country banks, each of which could have only local 
knowledge and expcncnce and most of which were unable 
to provide for adequate icseives, were regaided as a positive 
danger. I he lengthy discussions between the Government 
and the Bankol 1 ngkind, which had begun 111 1822 — malernl 
l/cd now in the Banking ( oputntiship \it of May, 1826 (7 
Geo IV, c }6), legalizing the establishment of joint stock 
banks outside a hr, mile ladius of I ondon, making it thus 
possible for tommy banks to be adequately provided with 
capital. The direttois of the Bank of England were peisuaded 
not to offer opposition to this concession by a provision for 
legal status for branches of the Bank of Fngland to be estab 
hshecl in the countr) 43 At the same time, many of the London 

48 Tor a \ci) full piesentation of the negotiations between the Government 
and the Bank of England as well as of the process of getting the respective 
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bankers discontinued the rediscounting of country bills, thus 
leaving this branch of the financial business entirely to the 
bill-brokers. 

The permission to establish joint-sunk banks, however, did 
not change the banking structure of England ovei night. The 
private country banks still continued their business, in which 
thereafter they had to compete with the rapidly developing 
joint-stock banks. The 65-mile radius around London in 
which no joint-stock banks were allowed to operate tended to 
give additional force to the need foi continuation of localized 
banking even for the joint-stock hanks, despite the impedi- 
ments caused by the gradually gi owing net of transportation 
and the reinforced tendency of industry 10 concentrate in 
certain geographical areas. 44 

As we have seen, private banking originally developed be- 
cause of the need to increase the available amount of cur- 
rency by issuing notes. With the in< leasing integration of in- 
dustrial society, the importance of note issue began to decline; 
though there began to develop the need foi instit miens where 
temporary funds could be kept 1 cniunerativcly. This develop- 
ment toward deposit banking had previously created in Scot- 
land and also in 1 1 eland the establishment of the so-called 
“cash-credit” system. Though the Act ol 1826 lestrictcd the 
joint-stock banks by limiting the issue of demand notes and 
bills to places outside the 65-mile radius and bills on London 
to not less than £50 and at not less than six-month sight, the 
newly created joint-stock banks quickly realized their possi- 
bilities in the provinces and began an intense 1 oinpetition for 
all the available deposits. As the joint-stock banks could not 
establish banks or hcadquarleis in London, they needed 
representatives for disposing of the funds collected in this 
manner, and the bill-brokers began to serve this function. Put- 
ting the development into its proper setting, it can easily be 


laws formulated and sanctioned by Parliament sec Gicgory, 7 he IVestmimtcr 
Bank through a Century, pp. 9 ff. 

** Birnie, “The Growth of Industry in Europe fiom the late Middle Ages 
to the Present Day/’ in European Civilization, ed. by Edwaid E>re, pp. 312 IT. 
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deduced that it was the competition between the joint-stock 
banks and the private bankers, and even more so between the 
joint-stock banks themselves, that led to the discounting and, 
after the endorsement of the joint-stock banks, the rediscount- 
ing of paper whose questionable quality or even open specula- 
tive character would otherwise have prevented its coming into 
circulation. However, it should be emphasized again that 
speculation at that time, loaded as it was with potential dan- 
gers, was at the same time the very tool by means of which in- 
dustrial society was gradually establishing itself. 

The growth of joint-stock banking was astonishing. While 
in the beginning the note-issue privilege was retained, the 
banks established after 1828 concentrated on deposit banking. 
By 1839 nineteen joint-stock banks were in existence, and 
when, in 1833, nonissuing joint-stock banks were legalized 
in London, the formation of joint-stock banks began a mush- 
room dc\elopment. 45 By 1840, 87 joint-stock banks had been 
established in England and Wales. 46 The official investigations 
of the parliamentary committees of 1832 and 1836 prove 
amply that the business of the joint-stock banks consisted 
predominantly of rediscounting through London. 

One interesting point in the development of joint-stock 
banking is the appaient ieversal of the direction of the busi- 
ness as compared with the original bill-broking with the 
piivate banks. Richardson had conceived of his business of 
bill-bioking as sending bills fiom London to the country 
bank of Guinell. The joint-stock banks as banks of deposit 
did just the opposite. They collected the available paper in 
the country and sent it to London for lediscount. The struc- 
tural change underlying this reversal of the flow of bills can 
easily be understood if we remember that the Teady cash 
which the country bank of Gurnell wanted to employ had 
originated predominantly in foreign trade, whereas the bills 

45 See the evidence, especially of Gurnell, before the Secret Committee on 
Joint Stock Banks on the Operation of Act 7, Geo IV c. 46, permitting the 
establishment of Joint Stock Banks, British Parliamentary Papers , 1836 (591) 
411. 

4fl Thomas, Rue and Growth of Joint Stock Banking. 
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discounted for this cash were bills sent by the provincial 
country banks to procure cash for industrial transactions. The 
joint-stock banks operated to a considerable extent in the 
industrial centers, as the competitors or successors of the latter 
type of provincial country banks, and the ever-increasing de- 
mand for new circulating as well as fixed capital in industry 
provided them with a continuous source of bills to be dis- 
counted in London, The source of cash in Ixmdon, on the 
other hand, was still provided by the London bankers, die 
Bank of England, and finally, and not the least important, by 
the merchants and the agricultural aristocracy. 

It should be noted that this immediate give and take could 
continue only as long as the funds needed by industry and 
commerce were generally and relatively still scarce. To the 
degree, however, that the bank system succeeded in forming 
an integrated entity, the urgency in the demand for capital 
necessarily decreased, the more so as many of the smaller de- 
mands made upon the London market were again gradually 
being taken care of in the provinces themselves. T lie result 
was that the rediscounting provincial banks were willing to 
leave with the brokerage houses for very shoit periods the 
values thus credited to them through the rediscounting oper- 
ations. The brokerage houses, on the other hand, were in 
greater need of such short-term funds as their business in- 
creased. It is in this way that the London “call” money market 
developed as the values resulting from the rediscounts were 
left with the brokerage houses till they were “called." 

savings banks The gradual emancipation of labor, and ac- 
cordingly the elimination of the responsibilities of the patri- 
archal landlords, had given rise in the last half of the eight- 
eenth century to the formation of “Friendly Societies.’ Their 
main puipose was to create institutions of self-help among 
occupational classes to care for the expenses incidental to 
sickness and death. Under the Act of 1793 47 encouragement 
had been given to these societies to raise "separate funds for 

47 33* Geo. III. c. 54. 
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the mutual relief and the maintenance of the . . . members 
in sickness, old age and infirmity.” To perform their function 
the societies had to build up reserve funds, and the increasing 
needs of industry offered a temptation to invest the funds in 
industrial enterprise rather than in government securities. 
The need of the emancipated classes for saving, as well as the 
need of the small tiaders, handicraft men, and even manu- 
facturer to set apart some of their earnings for the purpose of 
later direct investments in industry and Lrade, soon created 
other institutions, which in the beginning were similar to the 
Friendly Societies. These became known as savings banks and 
were acknowledged under the Savings Bank Act of 1817. 48 
Because of the lamentable state of its finances, the govern- 
ment took caie to demand that all savings deposits exceeding 
£50 had to be remitted to the Office for the Reduction of the 
National Debt. 40 The economic importance of this provision 
compelling the savings banks to deposit their funds with the 
government cannot be undei estimated. The savings banks, 
even more than the Fiicndly Societies, served the purpose of 
accumulating small and, because of their individual small- 
ness, uninvcstible funds. This, however, was only their direct 
function. Indirectly they made it possible to use the funds for 
industrial put poses after they had been collected. The size 
of these capital collecting agencies grew rapidly. In 1832 there 
were 408 trustee savings banks in England and Wales with 
425,000 depositors and deposits of £40,332,000.®° 

Small as the savings banks weic at the time under consider- 
ation, the fact that an institution was available in which the 
less monied groups of the population could deposit their 
small cash accumulations tended to influence in some quan- 
titatively unaccountable amount the total volume of notes in 
circulation. Joplin recognized, at least in passing, this fact 
when in discussing die effects of country-bank failures he re- 
marked that the proportion of notes “which is held by the 

48 57 » tioo III. c. 130. 

4B Clupluun, An Economic History of Modem Bntain; the Early Railway 
Age, 1820-1850, I, 899, 

Dictionary of Political Economy . 
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lower classes 51 . . . can never be considerable, more espe- 
cially since the Saving’s Banks were established*” Ba 

clearinghouses Finally, there is to be considered the de- 
velopment and considerable growth of clearing establish- 
ments. Samuel Turner once said that in estimating the volume 
and function of bank notes 

a great mistake . . . arises from not having sufficiently considered 
that Bank of England notes, at the present moment, do little more 
than cany on the minor interchange of commodities between man 
and man, and that, through the universal system of Banking, all 
great changes of propel ty, particulaily in the metropolis, are eflec- 
tuated almost without ihcii aid, by means of mere book-transfers, 
and that Bank-notes settle merely the little differences aiising from 
a multiplicity of transactions which arc not precisely balanced. 

. . . B) the system of the clearing-house, the whole of the bankers 
of London become almost as one bank, and wc have it in evidence, 
before the Bullion Committee, that about £2 20,000 in Bank-notes 
ate sufficient to settle the balance arising from the interchange of 
drafts to the extent of £4,700, ooo. 33 

There are many legends about the origin of clearing. It is 
known that by 1775 the clerks of the city hanks in London 
began to meet regularly in a room in Change Alley in order 
to exchange the checks and drafts diawn upon the different 
city banks. It was not until 1805 that larger quarters were 
needed, and the earliest record wc have of definite rules by a 
Committee of Clearing Bankers supervising the clearing is 
dated as of March 28, 1821. 54 There are no statistics available 
as to the volume of checks and drafts cleared through this 
institution before 1868. Wc may, however, infer from the de- 
velopment of deposit banking, to which we have referred, and 
the increase in the use of checks, as well as from references of 
the kind quoted above that the volume of clearing increased 
considerably after 1805. 

01 We may read this 10 mean what would now he called "middle classes." 

Joplin, An Essay on the General Principles and Present Practice of Bank- 
ing in England and Scotland ', pp. 34-35. 

us Turner, A Letter Addressed to the Right Hon. Robert Peel, pp. 51-52, 

3 * Matthews, The Bankers* Clearing House , pp. 8 If. 
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This increase in the volume of clearings necessarily affected 
the volume of bank notes and coins in circulation. Not only 
did it become unnecessary to send the clerks of the different 
(ity banks from one bank to another paying and collecting 
the amounts for checks and drafts diawn in cash, necessitating 
thus the use of large sums of money, but the dealing, once 
institulcd, tended in itself to induce a larger use of checks 
and similar payments. 

Fhe effects of the operations of the clearinghouses were, 
however, not confined to city banks. The country banks par- 
ticipated to a limited extent at least in this institution through 
their London agent as long as the London agents were mem- 
bers of the deaiinghousc. 05 

B3 l asion, Money Lxchange and Hanking, pp 187 fl. 
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Nominibus mvllire li(et mala 


S ince the wars were ended and the extraordinary military 
payments had ceased, the premium on bullion began to 
fall, first in 1814 and again after the final defeat of Na- 
poleon at Waterloo. In the Act of 1816 initial preparations 
were made for the resumption of cash payments. In that year 
the pi ice of gold fell to approximately its mint price. The 
Rank of England bought gold at the current market price and, 
after having coined it at a loss, began early in 1817 to redeem 
the notes below £5 in cash. It was permitted to do this under 
the regulations of the Restriction Act of 1797. In 1816 silver 
(oins were reduced to the status of an auxiliary currency, and 
in 1819 the time-honored and often-evaded restrictions on the 
export of coin and bullion were repealed. The process of the 
gradual formation of a legal basis for a gold standard had 
thus reached the goal. The Act of 1819 repealed the Restric- 
tion Acl of 1797 and provided for the redemption of notes in 
gold bars, a provision which was changed in 1821, when the 
Rank was allowed to pay its notes in bullion or coin. 

Immediately after these steps had been taken, the exchanges 
began to fall in favor of England. At the same time, the prices 
of commodities exhibited a noticeable tendency to decline. 

CHARACTER OF THE FALL OF THE GENERAL PRICE LEVEL In ex- 
plaining the rise in the general price level during the period 
of the Anglo-French wars, it can be argued that the rise had 
been due to the extraordinary credits which the government 
had been forced to take out in order to finance the war and the 
equally extraordinary remittances to foreign countries in 
order to pay either directly for the expenses of the English 
armies or indirectly to subsidize those nations which were 
fighting the cause of the English commercial interests. Na- 
tionally, however, the increase in prices has to be explained 
primarily with reference to the type of productive expansion 
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whose very character it was to proceed irregularly and in the 

form of speculation. 

The essence of the change of the economic and financial 
structure as it existed in and after 1815 consisted of a gradual 
but definite smoothing out of the ups and downs which had 
been so characteristic of the earlier period. This process of 
gradual integration of the industrial mode of production was 
accompanied by a growth of financial institutions which were 
increasingly capable of taking care of the financial needs, and 
a development of the means of transportation and communi- 
cation to such a degree of efficiency that some of the most in- 
hibitive barriers between the different economic regions as 
well as between the provinces and London began to disappear. 

It is only too obvious that such developments cannot possi- 
bly be explained in exact quantitative terms. It is only a 
knowledge of the degree of integration of an economic system 
which allows us to understand and Lo evaluate the relative 
importance of price-level changes. Because of the lack of inte- 
gration and the relatively slow development of the productive 
forces, David Hume, as well as Adam Smith, was still little 
interested in the changes of the general price level. What they 
had been talking about when they maintained that any change 
in the volume of money would immediately be reflected in 
the prices was ihe price level of imported commodities. 
Coupled with this was the fact that production for home con- 
sumption as well as home consumption itself were still rela- 
tively undeveloped. In the theory of inflation of the first stage 
of the bullion controversy considerable attention was focused 
upon the problem of maladjustments in prices conceived as 
resulting from moncLary policies. The theorizing at this stage 
was predominantly based upon unwarranted identification of 
prices in intci national trade and provincial prices, relating 
either to commodities used in production or to finished prod- 
ucts. It was only after 1815 that the integration of the eco- 
nomic system of the provinces with that of London was de- 
veloped far enough to allow for a relatively immediate 
sensitivity of the prices between these economic spheres. 
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It may be mentioned here in passing that another funda- 
mental condition had to be fulfilled in order to make such 
direct interdependence possible — the process of expansion 
must be allowed to proceed without being hindered by rigid- 
ities and limitations created in its own development Wc 
have in mind here the later emergence of industrial monopo- 
lies, price cartels, and the type of difficulty in international 
trade which w r as first experienced, to a noticeable extent, after 
the 1870’s, and in a later phase of which we aie today. In the 
stage of the development of industrial society under consider- 
ation these characteristics did not yet exist, and therefore 
they could not possibly be included in the theories. 

RECURRENCE OF THE DOCTRINE O* 1 ORCFD SAVINGS Numerous 

attempts were made during this period to explain the peculiar 
movements of the price level and to provide a logical frame- 
work upon which it would be possible to build an adequate 
and workable monetary policy to be followed uniformly by 
those institutions entrusted with the direction of die flow of 
money. Thomas Attwood explained the opinion generally 
held, based upon the theories developed by Hume and Smith, 
that any sudden and general fall in the prices of all commodi- 
ties would not have injurious or beneficial reactions to any 
considerable degree as long as “the amount of debts and obli- 
gations were to fall in the same proportion, at the same 
time.” 1 He pointed out, on the other hand, that the greatest 
obstacle, as well as injury, was produced by the relative fixity 
of the cost of production. Here we have one of those important 
differences in theory to which wc have referred above. As long 
as the trade function was predominant in F.nglish economy, 
changes in the price level affected commodities to be sold as 
well as those to be bought. Industrial society, however, was 
dependent upon the factors of production, among which, as 
far as immediate outlays were concerned, labor cost still played 
a dominant role. Attwood argued that the process of adjust- 
ment would be rather lengthy and injurious, since falling 

i Thomas Attwood, Prosperity restored, p. 78. 
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prices and stable labor costs would force employers to dismiss 
labor and find themselves able to re-employ only after labor 
was willing to work for lower wages in accordance with the 
fall in the price level. In these arguments the same position 
was taken regarding the function of capital. The idea that 
more capital equaled more production implied that the less 
capital there was, the less production there would be. 

These, among others, according to Mathias Attwood, are 
“those ulterior principles by which supply and demand are 
themselves governed ' upon which a lessened quantity of 
money is operating in reducing prices.’ ” 2 There is no indi- 
cation that the Attwoods argued “a dependence of the ‘de- 
mand and supply’ of price theory on the state of currency.” 3 
The difference between the Attwoods and Ricardo lies in the 
fact that the former were interested in the short-run move- 
ments, while the latter was primarily concerned with a struc- 
tural analysis. Both these attitudes were, however, still 
founded upon a predominant interest in production, not dis- 
tiibution, that is, prices. The point, therefore, was not tliaL 
Attwood argued that “an increase in the quantity of money 
will . . . not decrease [output],” 4 but that a decrease in tiie 
quantity of money will decrease output, though this decrease 
of output will begin with “an abundance of goods.” Similarly, 
Thomas Attwood does not aigue (against Sir Henry Parnell) r ’ 
that the conditions of the supply of commodities should be 
neglected, but “ihat there are two sides of the question,” 
namely, “that the ‘market price of commodities’ depends just 
as much upon ‘the proportion’ between the supply of, and the 
demand for money , as it does upon ‘the proportion’ between 
the supply of and the demand for commodities” 6 Attw r ood 
attacked Parnell only for having neglected entirely the one 
side, namely, “the reference to the state of currency,” but he 
himself does not disregard entirely the “obscure, uncontrol- 

2 Mathias Attwood, A Letter to Lord Archibald Hamilton on Alterations in 
the Value of Money, pp. 4B-49. 

* VincT, Studies in the Theory of International Trade, p. 199. 

‘ Ibid,, p. 1990. 

B Parnell, Obsenfations on Paper Money, Banking and Overtrading, p. 40. 

B Thomas Attwood, The Scotch Banker , p. 70. 
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lable, and capricious principles, r which act upon “die supply 
of, and demand for commodities/’ His fundamental concern 
is still production: “ dear money and low prices . . . stran- 
gled the industry of the country by compelling it to discharge 
inonied obligations which its munied prices will not re- 
deem/ 1 7 

It is because of the danger to production, caused by de- 
creased capital supply as a result of the contraction in the 
volume of currency, that the problem of forced savings comes 
to the foreground. Joplin formulated this doctrine for the 
first time with a certain degree of comprehension. Thornton, 
Malthus, and the others were predominantly concerned with 
the effects of a rise in prices upon the economic struct ure. 
Joplin said: 

if a person pays a thousand pounds into the hands of a hanker, 
and the currency is contracted to that extent, both one thousand 
pounds of capital and one thousand pounds of currency are de- 
stroy'd. The commodities represented by the money thus suited 
[italics oursj and cancelled, are thrown 011 the market prices arc 
1 educed, and the power of consuming them is obtained by the 
holders of the money left in circulation. 9 

Thus we are concerned here wiLh quite a different type of 
forced savings from the one considciccl by Bemharn, Malthus, 
and Thornton. The latter were concerned primarily with the 
added value created by indirect saving, and they had voiced 
only moral condemnation of the social effects resulting from 
such an accumulation of capital, which was "involuntary ‘ 
only as far as the workers were concerned Joplin now points 
to a case in which involuntary saving was suffered by the in- 
dustrial producers and the farmers, and to them this case was 
much more serious. 9 Il follows, therefore, quite logically from 

7 Ibid., p. 71. 

8 An Illustration of Mr. Joplin's Views on Currency, 1825, p. 28, cited by 
Viner, in Studies in the Theory of International Trade, pp. 190-191. 

9 We do not agree that Bentham heJd the same viev\s as Joplin. It is 
perfectly true that the sentence of Mr. Bentham, in which he states that 
because of the forced saving, the “national wealth is increased" continues 
"at the expense of national comfort and national justice" (Works, III, 45). But 
the emphasis in the whole of the reasoning of Bentham as well as that of 
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the general position on the basis of which Joplin argues that 
he cannot approve of forced savings . 10 Then the theory was 
formulated that investment should equal voluntary savings. 
On this basis it was clear that the occurrence of the deflation 
was viewed with great concern, which latter resulted in Jop- 
lin’s proposals for a banking reform. How, then, was it sup- 
posed to be possible to devise a means not only to counteract 
inflation but also to guarantee that deflation would not occur 
again? 

tiie changing function of interest Joplin suggested that 
no involuntary saving would take place if a rate of interest 
could be charged which would keep savings and borrowings 
equal. “WheLher it ought to be three, four, or five percent 
(an only be dclcrmincd by the proportion which the supply 
of the savings of income bears to the demand in the market.” 11 
The procedure thus proposed consisted of a flexible rate of 
interest. Interest "can no more be fixed at any particular rate 
than the price of sugar, coffee, or any oilier commodity.” 12 

Even the Bank of England acted according to this principle: 
"for, though it fixes a particular rate in dealing with the 
public, it can never . . . keep its advances steady at that rate: 
and it is frequently obliged to take less, by purchasing ex- 
chequer bills or otherwise.” 13 For this pui pose, however, 
Joplin saw' the need for a stable currency which would force 
the banks to lend out in credit or currency only what had 

'fhoniLon seems to be placed upon the increase of the national wealth 
rather than upon contern for I he national comfort and national justice. 
11 we want to look for an economic reason why men like Dcntham and 
Thornton weie at all concerned with the latter, it may be found in the 
fact that they wcie as yet little concerned with production and that they 
looked upon the advantages to production in the same way that they looked 
upon the disadvantages to labor. Iheic is no place to our knowledge in 
either Rcntham’s or Thornton’s writings in which either one of them dis- 
cusses the disachanrages to l>c suffered by the holders of capital from the 
effects of forced savings. 

in Joplin, Ficu'j on the Currency in Which the Connexion Between Corn 
and Currency is Shown, 1828, pp. 35-37. 

11 Joplin, Views on the Corn Bill of 182 7 and Other Measures of Goi>ern- 
ment, p. 151. 

1* Ibid, 


is Ibid., pp. 151-152. 
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previously been saved. The volume of money "'ought if pos- 
sible, to be . . . fixed.” 14 This statement in connection with 
the function ot the interest rate is of considerable importance, 
since it avowedly disregards the expansive character of the 
contemporary industrial econoni). Here we have one of the 
important statements commuted on the assumption of a 
static economy, which did not coincide with the quasi-static 
character which that economy was exhibiting. Joplin over- 
steps his point by insisting upon a quantitatively fixed volume 
of money. If such a policy had been followed, the interest rate 
would soon have been increased to the level ol the profit rate, 
strangling, thus, all possible interim c for investment and 
emphasizing exactly those circumstances about which he was 
quite correctly concerned. 

As far as the statement concerning the function of the rate 
of interest is concerned, he carried it one step farther than 
the argument of Henry I liornton. 16 1 liormon had already 
pointed out that the desirable volume of credit could be de- 
termined by “a comparison of the rate of interest uiken at the 
Bank with the current rate of meicantile profit.” The empha- 
sis here is, however, still on mercantile piofit. It is again only 
Joplin who realizes that it is rather the industiial profit which 
would be relevant to the volume of money advanced. That 
the interest rate could effectively function as a check to the 
amount of money to be brought into cii dilation presupposed, 
however, a general economic condition which was character- 
ized by a satisfactory supply of capital to Lhe developing indus- 
try before such a check would come into operation. This 
condition existed only with regard to merchant capital in the 
period from David Hume to Henry Thornton — and so far 
they were coirect. Only after 1815 had the integration of in- 
dustrial production and the creation of an adequate financial 
structure developed far enough to provide gradually the same 
opportunities to industry that had earlier existed for trade. 

14 Ibid., p. 37. 

1 5 Thornton, An Enquiry into the Nature and Effects of the Paper Credit 
of Great Britain , p. *87. 
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The subject matter, therefore, which Thornton treated was 
in content dialectically opposed to the subject matter which 
Joplin was treating. This change in content, hidden behind 
the apparent continuity of doctrine, offers another example 
of the dangers with which we play when we argue on the basis 
of pure doctrine. 

volume and value of money Ricardo stated that if his plan 
were to be followed the fall in prices would be equal to the 
prevailing premium on gold. When prices fell from 198 in 
1814 to 135 in 1816 and to 124 in 1820, that is, by nearly 32 
percent in 1816 and by 38 percent in 1820, the average annual 
percentage deviations from the par of Spanish silver dollars 
was 26.4 in 1814, 2.3 in 1816, and 1.5 in 1820. 16 According to 
the Ricardian type of computation the currency was then de- 
flated by somewhat more than 13 percent in 1820. 

Professor Silberling has computed that the total advances 
of the Bank of England between 1814 and 1820 decreased by 
over 48 percent. 17 The latter figure was perhaps counter- 
balanced to some extent by the note issues of, and credit ex- 
pansion through, the country banks. 18 

Beyond this the Bank had violated the plan, drawn up by 
Ricardo and incorporated into the Bill by Peel, by beginning 
immediately to accumulate bullion through purchases at the 
price of £3-17.1014. 19 Large amounts of this gold were paid 
for in goods exported by industry and trade when both the 
latter were actively and successfully engaged in regaining and 
progressing beyond the scope of the trade domain which they 

Silberling, "Financial and Monetaiy Policy of Great Britain duiing the 
Napoleonic Wars/' Quarter ly Journal of Economics , XXX VIII, 225. 

1 7 Silberling, “British Piices and Business Cycles 1779-1850/' Review of 
Economic Statistics , Vol. V, Supplement, 1925, p. 255. Piofessor Silbeiling 
gives quarterly figuies. We use in the following simple yearly averages. 

18 As Dr. Viner has pointed out, the indites of Silberling for the country 
note circulation based upon the aggiegate sales of stamps, and then arbi- 
trarily multiplied by ten, cannot serve as an adequate means for the de- 
termination of the actual volume of country notes effective, as they do not 
take care of the amounts of old notes going out of circulation within that 
period nor of the amount of old notes used over again (Viner, Studies in the 
Theory of International Trade, pp, 163-165). 

1® Ricardo, Works, ed. by McCulloch, p. 469. 
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had held before the wars, especially before the Continental 
Blockade. It was maintained that this all-too-ready demand 
for gold abroad had raised the exchanges in favor of England, 
with the result that the value of money in terms of gold began 
to fall. The Bank had not only accumulated large quantities 
of bullion but also had begun to coin money, in consequence 
of which it was ‘ absolutely forced to come to the legislature 
for promises last year to pay in specie/' 20 It is mainly this 
“mismanagement” of the Bank which was blamed by Ricardo 
for the rise in the value of money beyond the 5 percent antici- 
pated by him on the basis of the divergence of the exchange 
rates from the mint price. 

Ricardo stood more or less alone during this time in up- 
holding the correctness of the resumption of cash payments. 
Peel’s bill was increasingly attacked in Parliament and in 
public because of the consequent fall in prices. Cobbett was 
one of the leaders of Lhe attack against the resumption of cash 
payments and its supposed results. He maintained that, not 
gold, but corn w r as “the only fair standard.” “This vjueer, this 
‘Change Alley' . . . notion of the price of gold being the 
standard” was to him the real danger. 21 Cobbett shows here 
some considerable insight into the character of a monetary 
standard which he might well and efleciively have used against 
some of the arguments that he himself and others brought 
forward against Ricardo. In Cobbetts argument against 
Ricardo, however, the reference to the “functional” character 
of a monetary standard was beside the point. Cobbett was 
definitely wrong when lie imagined that corn could fulfill the 
position of a functional or “true” monetary standard under 
the existing conditions. As Ricardo had maintained that the 
fluctuations of the standard which had increased the value 
of money were due to mismanagement and to the deviation 
from his original plan, he was perfectly correct in regarding 

20 Ricardo to McCulloch, 3d of January, 1822, Letteis of Ricardo to McCul- 
loch, p. 120. 

Cobbett, Weekly Political Register, October so, 1821, pp. 925-926; sec 
also Letters of David Ricardo to Hutches Trower and Others , ed. by James 
Bonar and J. H. Hollander, p. 169. 
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Cobbett’s objections as irrelevant. “He shews his [Cobbett’s] 
ignorance ... in saying so, but supposing it true, can he 
tell me what is to secure us from variations in his standard, — 
it would perhaps be more variable than any other/’ 22 

Ricardo’s whole argument in explanation of the deflation 
of prices was still based upon the axioms that the premium 
on bullion was the measure for the inflation caused by the 
suspension of the cash payments. No index numbers existed 
in Ricardo’s time, aside from calculations such as those of 
Tooke, who had estimated a rise in the value of currency of 
about 5 percent, with which Ricardo agreed. 33 Ricardo, there- 
fore, can have had only “a vague idea as to the extent of the 
fall in the price level which had occurred, and he seems to 
have seriously underestimated it.” 24 This meie underestima- 
tion cannot explain fully, however, the rigid adherence of 
Ricardo to his explanation of the previous inflation in analyz- 
ing the succeeding deflation. Ricardo neglected entirely to 
take into account the change in the structure of production to 
which we have referred. It is at this point that Cobbett’s criti- 
cism of the notion of a monetary standard became valid 
(though the validity is rather implied than argued). We find 
here a first, and as such hardly recognizable, sign of purely 
theoretical reasoning. By “purely” we mean a reasoning the 
basic assumptions of which are no longer founded in the 
reality which they purpoit to explain. In the analysis of the 
inflationary phase of the monetary development of England 
around the turn of the eighteenth century, Ricardo had led 
the discussion on the causes of the rise of prices to a plane on 
which this rise was quite correctly designated as a deviation 
from the “normal” trend in the value of money. Now, when 
the prices of commodities began to fall, Ricardo explained 
this fall by giving opposite values to the same arguments he 
had used for the explanation of the inflation. 

a * Letters of David Ricardo to Hutches Trower, p. 169. 

2B The Works of David Ricardo , p. 471. 

3 «Viner, Studies in the Theory of International Trade , p. 175. 

*®$ee the remarks concerning this point in the “Methodological Intro- 
duction." 
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Samuel Turner, an ex-director of the Bank of England and 
a pamphleteer in the latter’s behalf, was conscious of die most 
important argument to be made against the reasoning of 
Ricardo, though his previous position as director of the Bank 
of England seems to have pre\ ented him from coming to those 
conclusions which were actually implied in his arguments. 20 
He reasoned that during the period of the wars the volume 
of the medium of exchange had had to increase. While he 
does not include in his argument the causes which prevented 
the international exchange from readjusting the price level — 
the payments of Lhe English treasury for the war operations 
abroad were necessarily exhaustive — he concluded quite cor- 
rectly that their cessation had to have deflationary results. 
More important however, is the fact that he added to this 
argument that 

It will not be denied, for the history of this and of every other 
country will prove the fact, that as society improves . . . wealth 
becomes more abundant (and by wealth I do nor moan merely an 
increase in the precious metals, but an increase in the pioduce of 
the lands and labour of a country, and augmentation of its fixed 
capital, buildings, live and dead stock). 27 

If the volume of money in relation to the volume of com- 
modities is reduced, prices must fall, but “if prices are re- 
duced, contracts could not be fulfilled . . . What, therefore, 
is the remedy by which society is still kepi together, and differ- 
ent articles still bear their relative value one toward another? 
I answer, an increase of the circulating medium.” 28 We do 
not wish to go minutely into the arguments of Turner nor to 
follow his acrobatics in turning this reasoning into conclu- 
sions fundamentally opposed to his own initial argument. 20 

28 Samuel Turner had ceased to be a director of the Bank of England at 
the time of the resumption of cash payments in 1B19, see Turner, A I.ettrr 
Addressed to the Right Hon. Robert Peel, p. 81; see also Studies in the 
Theory of International Trade , Viner, p. 1B1. 

2* Ibid., pp. 13-14. 28 Ibid., pp 16, 18. 

20 Turner argued that an increase in taxes because of an inci case in ex- 
penditures amounted to a decrease in the volume of circulation. This argu- 
ment, as it stands, was validly attacked by Ricardo (see Ricardo, "On Pro- 
tection of Agriculture/' in The Works of David Ricardo, 4th edition, London, 
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While Ricardo had neglected this phenomenon of increas- 
ing wealth,” that is, of an expanded economy, regarding it 
veiy likely as melevant to the problem in question, his reason- 
ing was of little piactical harm to the economic develop- 
ment. 80 Ruaido made it quite clear that what he was after 
was not a rigid gold standard, with gold coins circulating as 
the medium of exchange, but a gold bullion standard, with 
gold merely as a reserve for contingencies. 

II that plan had been adopted, not a paiticlc oLgold would ha\c 
been used in the circulation, — all our mone) must have consisted 
of paper, excepting the silvei coin necessary foi payments undn 
the value of a pound In that cast it is demonstrable, that the value 
fit money could only have been raised 5 pci cent, by ic\ citing Lo 
the fixctl ancient slandaid, foi Lhat was the whole diflcicnce be 
tween Lhc value ot gold and papci 31 

Once the directors ot the Bank had decided to withdraw the 
paper below £5 and to issue gold coins insLead, Ricaido 
argued Lhai the pitmium on gold had to iccur because of the 
necessaiy gold pm chases According to Toohe these gold pur 
chases were made by the duct tors of the Bank of England, 
"only in the oidinaiy routine of their business they bought 
gold simply as it was bi ought lo them at or below the Mint 
puce ” It is peifectly tiue that the premium on bullion had 
fallen 111 181b until the pi ice was vciy near the Mint puce fo, 
gold bullion, but it is equally true that immediately after the 
beginning of the pui chases of gold abioad this premium be 


1882, p 171) who poinud out that if Us piessure is felt by the luimi it 
must be jtl\ intdgtnus lo the lindloid uul to the uceivcis of taxes How 
ever, whit both mgleet to consider is Lhat a 1 irge 111101101 of the govern 
ment expenditures dining the wais weie as we have said of an exhaustive 
kind 

turner advocated the withdraw il of all £1 and £2 notes of the Bank 
of England and their pavmtnt in gold and silvei coins (sjd parigraph of 
Resolutions ’ m 4 1 1 tier idehessed to the Ri%ht Hon Rabat Fed, p 87) 

1 Ricardo letiei to the Morning Chronicle September 18 1810 in 

Minor Papas on the Cuirency Question jSoo /?-- ed by I II Hollander, 
P 71 

Ruardo It orks, p j68 

J> 2 I bonus Iooke 4 Iitstoiy of Prices and of tht State of the Cnculation 
from 1792 to 1S56, II, io8n 
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gan to rise again. While the average annual percentage devia- 
tion from the par of Spanish silver dollars in 1816 had been 
2.3, it was 5.4 in 1817 and 1 1.6 in 1818. Though these figures 
may not be entirely conclusive, they do offer strong evidence 
in support of Ricardo’s argument that there was some relation 
between the gold purchases and the picmium on bullion. 
Tooke had continued his argument by saying that “it was a 
matter of indifference, as concerned the amount of the cur- 
rency, whether the gold were taken by the importers to the 
Mint, and thence brought directly into circulation as coin, 
or were taken in the shape of bullion to the Bank in return 
for its notes.” This statement is logical as long as it stands 
by itself. In the specific context in which it is used, however, 
it is wrong. The bringing of gold to the Mint for coinage 
presupposed, first of all, that the gold was already acquired 
from abroad, just the fact which Ricardo complained about. 
Secondly, Tookc’s argument assumed that the public would 
be wanting to exchange the notes in their hands for this gold. 
This obviously could be true only under two conditions: (a) 
if confidence in the currency were seriously disturbed and 
people preferred hard money to paper, which, however, was 
not anticipated by eitheT Tooke or Ricardo; (b) people might 
be willing to bring their notes to the Bank in exchange for 
gold coins if they then could bring the gold coins to the Mint 
and exchange them there against more Bank of England notes 
than they had originally given to the Bank in exchange for 
the bullion. While this second condition proved to be true, it 
w r as explained by Ricardo as having been the result of the 
premature gold purchases oE the Bank of England at a price 
increasingly above the Mint price, as there was admittedly no 
reason for anticipating a special disturbance of the confidence 
of the people in the currency. 

The arguments put forward against Ricardo’s reasoning 
can tli us be found not valid. Other arguments concerning the 
results of speculative anticipations of a rise and fall, respec- 
tively, in the value of currency were properly ignored by 
ibid. 
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Ricardo. 84 They could have, from his point of view as well as 
from ours, no valid relation to the more fundamental prob- 
lem with which Ricardo was concerned. 

If Ricardo is interpreted as having stated the basic reasons 
for the existing deflation, his argument is wrong. This defla- 
tion was of a structural nature caused by the increasing appli- 
cation of the machine, that is, labor-saving production. The 
general tendency toward deflation, little observed at the time, 
was accentuated further by the gradual, but by now definite, 
industrialization of the Continent. The attempt on the Conti- 
nent to catch up with the economic development of England 
— a process which was not finished until the period between 
1870 and 1914 — inevitably resulted in an increasing scarcity 
of the precious metals. This was true of gold as well as of 
silver, even though most countries outside England were still 
nominally on a silver standard, or at least on a bimetallic 
standard with the emphasis on silver. 

Later die successful avoiding of deflation will be con- 
sidered. Ricardo’s answer to this question was to leave the 
creation of capital alone, after having taken care iliat no inter- 
ference could come fiom aitificial causes external to the auto- 
matic working of the e< onomic mechanics. 

The supply of capital, according to Ricardo, was a function 
of the effective demand for commodities, limited only by 
possible use in ways which in turn would lower the profit rate 
and restrain the investment of capital. The invested capital 
itself originates from voluntary savings, since people are in- 
duced, because or the limitlcssness of demand, not to consume 
the surplus they have above their consumptive needs, but to 
invest in production at a profit. 35 

This type of reasoning represents a classical mechanistic 
analysis. 

Woods, Observations on the P)esent Price of Bullion and Rates of Ex- 
change, p. 9: Pi entice. Thoughts on the Repeal of the Bank Restriction Law , 
p. 50, riled by Viner, Studies in the Theory of International Trade, p. 184. 
It has to be noted, however, that Woods as well as Prentice was actually con- 
cerned with the pioblcm of inflation, not with deflation. 

8fl Ricardo, “Principles of Political Economy and Taxation," in Works , pp. 
174 ff. 
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It is not supposed [says Ricardo] that he [the producer] should, for 
any length of time, be ill-informed of the commodities which he 
can most advantageously produce, to attain the object which he 
has in view, namely the possession of other goods; and, therefore, 
it is not probable that he will continually produce a commodity 
for which there is no demand. 88 

Ricardo was quite right. At his time theic was no reason 
why the producer should continue in one line of production 
when there was no demand for the product and at the same 
time there were plenty of producthc opportunities in other 
lines. Certainly the volume of fixed capital, pei enterprise as 
well as for the whole of the English economy, had increased. 
But at the same time we can notice that no general rigidities 
had yet developed in the industrial stmc tine of England. The 
atill relatively small dcgice of fixity of capital and die rela- 
tively low status of concentration and combination left ample 
space for further expansion and provided equally well for the 
possibility of actual change hum one type ol production to 
another if and when the opportunity arose. We may add also 
that the financial structure of industry, for example, the ini- 
tial stage of joint-stock eniei prise with its hardly existing 
absentee ownership still made for an easy transfer of capital. 
It held true, even if tcmporaiy losses and speculative antici- 
pations had to be considered rather than certainties regarding 
the forthcoming profits. This was because the responsibility 
still rested with the owner-manager, 01 at least the predomi- 
nant owner-manager, who was willing and able to take the 
risk for himself. 

On a basis of this realiLy and onl) on a basis of such reality, 
was Ricardo correct in maintaining that every fluctuation in 
the quantity and value of money is blit of temporary duration. 

If, by the discovery of a new mine, by the abuses of banking, or 
by any other cause, the quantity of money be greatly increased, 
its ultimate effect is to raise the prices of commodities in propor- 
tion to the increased quantity of money. 37 

bb /bid., pp. 174-175. 

87 Ricardo, "Effects of Accumulations on Profits and Interest,” in Works, 
p. 179 - 
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We can state, therefore, that the theoretical explanation 
and practical conclusions offered by Ricardo expressed phe- 
nomenally the actual state of affairs. Or as we may put it now, 
Ricardo’s theoretical procedure to de facto J presupposing an 
economic statics** did not yet do violence to any concrete, 
observable economic event. At the same time, however, cer- 
tain indications could be found of a gradual change in that 
institutional contemporary setting. In our paragraphs on the 
changed statics of the doctrine of forced savings and the chang- 
ing function of interest we have already referred to some such 
institutional changes in the setting. A number of economists 
were mentioned who observed these phenomena without be- 
ing able to integrate their observations into a consistent eco- 
nomic theory. 

THE INTERRELATION OF CONSUMPTION AND PRODUCTION An 
even more important institutional change is observable in 
the relation between consumption and production. We have 
referred to the historical fact that production in the first 
twenty yeais after the turn of the eighteenth century was in- 
creasing. The termination of the wars brought, necessarily, 
a shift in the consumptive demand, giving at least an addi- 
tional impetus lo the expansion of production . 09 The struc- 
tural development of the English economy created a situation 
in which production began to outdistance consumption, or as 
we may more properly put it, in which consumption began 
to lag at least temporarily behind production. This situation 
was further emphasized by the necessary excesses of the in- 
flationary period. This necessary speculative and anticipatory 
character of the expanding economy found its equally neces- 
sary counterpart in the constantly delated catching-up of con- 

3 * Professor Adolf Locwc, for example, says that "the whole classical 
analysis was based on the supposition that all movements in the market arc 
nothing but shoit-run interruptions of a state of objective equilibrium, and 
therefore negligible if the fundamental order is to he studied. . . . Under 
classical assumptions this working rule ( ccteiis paribus ) had a realistic signifi- 
cance — other things, in fact, remaining equal during the couise of a mere 
short-run friction.” Loewc, Economics and Sociology, p. 88. 

Mallhus, Principles of Political Economy, pp. 531-334; also Ricardo, 
"Principles,” in Works, p. 160. 
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sumption with production. The very character of industrial 
production, as we understand it, lay in the fact that the pro- 
ductive capacities among other things created the consump- 
tive demand by transforming the soil-bound agricultural and 
luxury-goods-trading society into a wage-earning sociely, 
which became dependent upon industrial production to the 
extent of the development of that pioduction. 

At the same time, the i enumeration, that is, the return in 
the form of commodities foi labor used in the piocess of pro- 
duction, had to exhibit a Lendenty to decieasc per time unit 
of labor rendered to the degree that power and machine pro- 
duction usurped a larger propoilion.il share in the process of 
production. The already existing tiend of consumption to 
lag behind production was thus emphasized by the growing 
decrease of labor cost per unit ol pioduction. It is granted 
that this trend was only periodically visible at tliaL time and 
that because of the very natuie of the expansion of industry 
the lagging consumption was actually able to catch up occa- 
sionally with production. This was possible because, while 
labor cost per unit ol production decreased, the total volume 
of labor employed was still increasing enormously. 

It is obvious, therefore, that according to an all-inclusive 
static theoretical approach, as Ricardo used it, this process of 
lagging and catching up could appear only as a series of de- 
viations from a basically static equilibrium. This also can be 
seen from the complementary phenomenon that there were 
at the same time a number of economists who were little com 
cerned with a logically necessary comprehensiveness and con- 
sistency in economic theory, but concentrated upon particular 
economic phenomena. These seemed to offer problems in 
the English economy, the immediate solution of which ap- 
peared to these economists to be mandatory, and because of 
the urgent demands of industry itself, they did not think they 
could be left to the gradual working out according to equi- 
librium principles. The increase in consumptive demand 
complementary to the continuing, though less urgent, growth 
of accumulation was such a problem. 
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Bentham had already tried to explain this phenomenon of 
lagging consumption. It is not surprising, in view of the 
rather noticeable taxation upon consumption, that Bentham 
argued that the revenues were taxed away from that part of 
the income which otherwise would have been used for con- 
sumptive purposes. Bentham came to the conclusion that if 
the revenues collected by the government were spent for pro- 
ductive purposes, the people who had been taxed would have 
to suffer a “forced frugality.” 40 This same type of argument 
was carried on by Turner, though he treated it more tech- 
nically . 41 

savings and INVESTMENT In mercantile times capital was 
tantamount to the ability to use bullion for trade and manu- 
facturing purposes. The predominant purpose of wanting to 
dispose of bullion was to engage in the exchange of com- 
modities. 

In die period wc have been concerned with here, capital 
constituted the power-lo-dispose over the factors of produc- 
tion. By “factors of production” wc mean machines and labor, 
the latter being at thaL time still of predominant importance. 
The important point for the piocess of industrial accu- 
mulation and its relation to saving is that the ability to use 
machines and labor already participating in the process of pro- 
duction presupposed an act of saving, that is, of setting aside 
part of the annual pioduce for these purposes. Concretely, it 
meant the production of these machines instead of consumers' 
goods and the production of only those consumers' goods 
necessary to obtain the labor of those employed in the process 
of production. Even if the process of production is expanding 
in volume, new groups of laborers, taken into production and 
out of their semi-serf status in agriculture, necessitated the 
acquisition of adequate food stuffs for them in agriculture 
and therewith again presupposed an act of saving. 

The form in which this saving took place is important. In 

Bentham, "Manual of Political Economy,’* Works, III, 44. 

41 Turner, A Letter Addressed to the Right Hon. Robert Peel . . . , pp. 
18 ff. 
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order not to fall into the usual confusion of language and 
logic when we later present some of the theoretical exposi- 
tions of this problem as it existed at that time, we shall have 
to remember the aspects of the problem that the different 
theoreticians had in mind, It was Ricardo s distinct opinion 
that no investment could possibly be made which was not 
based on saving. It is a virtue of Ricardo s theoretical reason- 
ing that in this respect at least he tried 10 be as concrete as 
possible . 42 “Credit/' Ricardo said, “does not create capital; 
it determines only by whom that capital should be employed/' 
And he continued that “capital can only be acquired by sav- 
ing.” 48 As Professor Vincr has pointed out, Ricardo denied 
that any excess issue can serve as a stimulus to production. It 
cannot be emphasized too much that Ricardo’s reasoning is 
based on the assertion that demand is a function of produc- 
tion, not the reverse, as we find it maintained by the post- 
classicists and the marginal utilitarians. We have already said 
that Ricardo’s theory exhibited definite signs of a static con- 
cept ot the economic process, and it may be added that his 
concept of production was also static. If Viner argues that 
Ricardo’s concepts of supply and demand were “too physical” 
and contained “an implicit assumption of price and money — 
cost flexibility too unrealistic,” 44 we should like to refer to 
our previous presentation of the type of economy in which 
Ricardo was living. An outstanding characteristic of this so- 
ciety was its money cost flexibility, and this rather funda- 
mental condition distinguishes that society not only from the 
one wiLh which Jevons and Bohm-Bawcrk were concerned 
but also, above all, from our own. It is only with reference to 
our own contemporary economic reality that Viner's objec- 
tions to a Ricardian interpretation could be sustained. 

Also, the well-known argument of Malthus against John 
Stuart Mill cannot be considered adequate. Mill had main- 

42 To the contrary, see Viner, Studies in the Theory of International Trade , 
pp. 197-198. 

** Reports by the House of Lords , Secret Committee to Inquire into the 
State of the Bank of England ; with Reference to the Expediency of the 
Resumption of Cash Payments , pp. 192-193. 

«* Cf., Viner, Studies in the Theory of International Trade, p. 198. 
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tained, as had Ricardo, that “a loan is a mere transfer of a 
portion of capital from the landlord to the government/' 48 
This assertion of Mill is again based upon the theory that 
demand and supply of capital must necessarily tend toward 
equality. The objection which Malthus raised against this 
position is somewhat amusing. First, he accuses Ricardo of 
using the term frequently “as if saving were an end instead 
of a means," whereas Ricardo had said: “Mr. Malthus never 
appears to remember that to save is to spend, as surely, as 
what he exclusively calls spending.” 48 This, indeed, is the 
crux of the matter, because Malthus continues in the same 
paragraph, after having said that saving 

ran never be considered cither immediately or permanently in 
any other light than as a means . . . [that] if however commod- 
ities are already so plentiful that an adequate portion of them 
is not piofitably consumed, to save capital can only be still further 
to increase the plenty of commodities, and still further to lower 
already low profits, which (an be comparatively of little use . 47 

Ricardo spoke of saving as an economic act, and of that he 
said, “I know no other wav of saving, but saving from un- 
productive expenditure to add to productive expenditure." 48 
He had definitely not spoken of hoarding, but it is of hoarding 
that Malthus is speaking, not of saving. Ricardo never denied 
the possibility that disproportional increase in the volume of 
money and the consequent rise in the prices of commodities 
could lead to temporary disturbances .' 40 But these disturb- 
ances would be only temporary and as far as their effect upon 
accumulation was concerned, Ricardo agreed that a forced 
saving for the workers would follow . 80 As far as hoarding is 
concerned, Ricardo held with Torrens that 

48 Westminster Retries#, IT (1823), flq (John Stuart Mill’s “Review of Wil- 
liam Wake’s 'Observations on the Effects Produced bv the Expenditure of 
Government,’ ” 1883). 

48 Ricardo, Notes on Malthus' Principles of Political Economy, ed., J. H. 
Hollander and T. E. Gregory, 1925, p. 245. 

47 Malthus, Principles of Political Economy, p. 401. 

48 Ricardo, Notes on Malthus' Principles of Political Economy , p. 231. 

40 Reports of the House of Lords Secret Committer, pp. 198-199. 

so It is not clear why Ricardo’s statement “that the changed proportions” 
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with the exception of a few insane raisers who hoard their treas- 
ures, all persons are desirous of consuming whatever wealth they 
can acquire, either productively with a \iew to improving their 
condition, or else unproductively, with a view to their immediate 
enjoyment. The alterations which occasionally take place in the 
distribution of industry, may lead to temporary embarrassment; 
but after the readjustment has been cifected, and commodities are 
brought to market in quantities duly proportioned to each other, 
the ina eased supply will be accompanied by increased demand. 
. . . Increased production . . . provided it be general and duly 
proportioned is precisely the same thing as extended demand . 61 

This maze cannot possibly be made clear without keeping 
Lrack of the actual points of departure of the reasoning put 
forward by the diflerent theorists. Ricardo in all his argu- 
ments was concerned with elucidating the general behavior 
and the laws of the industrial economy. It is a manifestation 
of his very method that he could conceive of particular phe- 
nomena within the larger iramcwoik of the general rules of 
industrial production as a whole. Mai thus also used general- 
izations, though they might be better described as ''general- 
ities.” Consistency within a given system of approach was 
never his strength . 52 He loses sight, lieie, of the contradiction 
between the arguments from the particular to the general and 
from the general to the particular. If by ‘'investment ’ 1 wc 

in the division of the national income icsulting Irom an excess note cii 
dilution “may facilitate the accumulation of capital in the hands of the 
capitalists; lie having incicascd pioliLs while the laborer has diminished 
wages” (Ricardo's evidence before the House of Lords' Sen el ComnnUd , 
1819, pp. 198-200) is "not an acceptance ol the forced saving dociiine” 
(^Viner, Studies in the Theory of International Trade, p. 197). Viner main- 
tains that "the incicase of investment is held [by RicaidoJ to result indirectly 
and voluntarily fiom the ^distribution of income from a non-saving to a 
saving group, rather than diicrrly and voluntarily fiom the consumer’s cost 
of living” (ibid.). If the above quotation of Ricaulo’s has any meaning at all, 
especially in view of his theory of wages, it can only mean that the wages 
of the laborers are diminished directly b> Llie rise in the consumer's cost of 
living and that is to all intents and purposes what is meant by forced saving. 

"Mr. Owen’s Plan for Relieving the National Disucss,” Edinburgh Re 
view, XXXII (October, 1819), 473. Ricardo was of the opinion that this 
review was written by Torrens; see Riurdo, Letters ... to .. . Trower, 
p. 170, and Ricardo, Letters ... to McCulloch , p. 5 2. Viner is of the opin 
ion that this review was wTitten by McCulloch. 

62 Compare the way in which he jumped in his population theory fioqi 
political economy Lo metaphysical biology. 
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therefore mean the concrete accumulation of capital, this 
investment must always equal savings. 

a stable monetary standard The first phase of the de- 
velopment of a monetary standard 58 was characterized by 
gradual regularization of the trade relations between early 
industrial England and other countries on the one hand, 
and the integration of the industrial mode of produc- 
tion within England on the other. The trade relations with 
foreign countries were characterized by an importation of 
raw materials and luxury goods and an exportation of finished 
industrial goods. Negatively, we may say that this period was 
most significant, as far as our problem here is concerned, be- 
cause the export of capital, that is, the process of making the 
world uniform and integrating it through the industrial mode 
of production, had not yet begun to play any significant role. 

The result of this staLe of affairs for what was meant by and 
what actually was the function of a “monetary standard” was 
that such a standard played a very concrete role as a physical 
measure for the values to be exchanged. Only gradually, and 
even then only as far as England as an economic unit was con- 
cerned, did the concept “monetary standard” begin to include 
the notion of accumulation. 

This change in the basic position from which the monetary 
standard was being viewed implied much more than we have 
as yet indicated. Mercantilism had been the period of transi- 
tion toward the concept of the economic individual. Through 
it the feudal notion that the individual was part of a larger 
organism, that man existed in God, and that the laws govern- 
ing the behavior of man were indestructible and unchangeable 
laws, set by the whole of the organism and that meant God, 
had changed into its very opposite, namely, that the behavior 
of man was a direct manifestation of the existing divinity and 
a “good” life could be achieved only by being individually 
in as economically successful a manner as possible . 84 

Ba Sec Chapter III, above. 

®*Tawney, Religion and the Rise of Capitalism ; also Weber, The Protes- 
tant Ethic and the Spirit of Capitalism. 
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This seems to be far from the narrow point under discus- 
sion. The attitude expressed in the theoretical understanding 
of the function of a monetary standard cannot be understood 
properly, however, without some clarity concerning the gen- 
eral outlook upon their contemporary world of the men who 
conceived it. And we should like to emphasize that this refer- 
ence to the general social development as expressed in chang- 
ing philosophies is not to be thought of as a mere historical 
reference, that is, as the introduction of a factor extraneous 
to the problem at hand. We conceive of all social, philosoph- 
ical, ethical, psychological, and so forth, as well as economic, 
phenomena as manifestations of an interdependent social 
structure. We lia\e indicated the socio-economic structural 
changes responsible for the change in Lhc general outlook 
which was increasingly evident in the decades around the 
turn of the eighteenth century. 

The changed concept of the individual is to be understood 
as a direct reflection of the growth of the industrial entrepre- 
neur in the Adam Smith sense of this term. The very fact 
that economic activity was increasingly thought of as the 
resultant of a multitude of homogeneous individual actions, 
all exhibiting the same fundamental characteristics of self- 
interest, led necessarily to the formulation of supcrstructural 
concepts, that is, concepts which expressed the uniformity of 
action on the part of the economic individuals. 

In the bullion controversy this process of formulating su- 
perstructural concepts is clearly exhibited. Jt is needless to 
say that similar processes could have been observed at that 
same time in other phases of social life. These, however, are 
not a part of the subject matter of this study. As far as the 
formulation of a theory of a monetary standard is concerned, 
the concepts employed began to exhibit during the course of 
the bullion controversy an interesting and highly important 
divergence from economic reality. 

To make clear this divergence between theory and reality, 
we shall refer briefly to an historical phenomenon of a pre- 
vious period with the warning that such an analogy can only 
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serve the purpose of illustrating a specific point and of bring- 
ing certain characteristics of this point into the foreground. 
Analogies as such can never serve as an analytical tool. 

The phenomenon we have in mind is the emergence of 
public credit in the period of the High Renaissance. In that 
period wc can observe the necessity of delegating powers to 
ihe “state” to piovide for the formation of institutions in line 
w nil and guaranteeing the newly developed trade. This created 
the parallel need of financing the social integration of the 
state. I he basis did not yet exist on which an effective system 
of taxation for the financing of this activity would be pos- 
sible; as a matter of fac t this was one of the goals to be achieved 
in the process of forming national states. Until this period, 
the only way to finance the staLc was by means of various types 
of loans to the elected, or rather selected, sovereigns. This 
sovereign, however, was mortal and so weie his economic and 
political functions. In order to insure the political continuity 
of the nation, thcic occ uned a rebirth, though in quite dif- 
ferent foim, of political heredity. Parallel with the political 
continuit). emerged an abstract concept of debt, which in- 
sured the continuity of debt by making the life of the sover- 
eign continuous, in abstracto. The interesting point to us in 
this development is the fact that not only was the super- 
structural concept of “debt” formulated, but also this abstrac- 
tion coexisted with, although as yet it influenced only slightly, 
private individual monetary ownership. 

If wc i etui n to the period of early industrial society, we 
find that the preceding national integration of industrial pro- 
duction brought about a situation somewhat similar to that 
described above. 

With the appearance of production on a larger industrial 
scale and the concomitant changes in the organizational and 
financial aspects of this production, as manifested, for ex- 
ample, in the development of “anonymous” joint-stock com- 
panies, the impetus of economic activity passed from the 
independent individual entrepreneur to the collaborative 
productive entities. This development, as we have repeatedly 
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said, was accompanied by and as a matter of fact was a result 
of a higher integration of the national system of production* 
The integration was necessarily accompanied by the formula- 
tion of such superstructural concepts as “monetary standard,’* 
“the laws of supply and demand/* “the theory of value,” and 
others. Despite the change in the character of that economic 
individual from whose point of view after all the economic 
reality was seen, we find that the superstructural concepts 
continued to be imbued with the same characteristics with 
which the observing economic individuals had been accus- 
tomed to think of their own social and economic func- 
tion at the time of the inception of the concepts. The 
gradually developing manager part-owners who had a tend- 
ency to become manager nonowneis, as well as the corre- 
spondingly growing number of absentee owners, all con- 
ceived of themselves as being still the main aelors in the 
process of production, as Llicy undoubtedly had been during 
the pieceding period which Adam Smith had described. The 
same error in the perception of contemporaiy reality and of 
their function in it was maniiested in their perception of 
other functions within the gi\en national economy. To 
understand, therefore, the theory of money of the late Ri- 
cardian period and the function which a monetary standard 
was supposed to play means to take into account this neces- 
sary margin of erior in judgment. There arises, thus, in this 
period the attitude of thinking in terms ot “et onornic systems” 
divorced lor the first time in the period of industrial produc- 
tion from economic reality. The difleieme cannot be too 
greatly emphasized between the post-Kit ardian systematizing 
and the attempts to understand economic a< lions integrally, 
that is, in terms of systems as employed horn the late mercan- 
tilists up to Ricardo. 

These introductory remaiks were necessary for an under- 
standing of the problem with whit h this section deals; namely, 
with the question of the stability of a monetary standard. It 
will now be clear from the preceding paragraphs that the 
term “stability” as used at that time is capable of a twofold 
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interpretation from our point of view. We must distinguish 
between that function of stability which, according to our 
analysis of the productive process of that time, actually existed 
and was realizable and the notion of stability used by the 
economic theoreticians of the time and referred to in their 
respective '‘systems.” The evaluation of the latter can be at- 
tempted only after the "margin of error," of which we spoke, 
has been determined. 

The outstanding characteristic of the process of production 
during the period under consideration was, as far as the prob- 
lem of a stable monetary standard was concerned, to safeguard 
the continuity of the created and existing interests in the dif- 
ferent "factois" of production. As far as production in the 
narrower sense of the word was concerned, the outstanding 
interest was in its maintenance as a means of continuing prof- 
its on the invested capital. Being divorced from the actual 
process ol production, either b) means of absentee investment 
or its complcmentaiy opposite, lack of investment, this in- 
terest in the continuity of piofit began to center around the 
maintenance of the originally invested capital. This idea, 
then, was pursued, inespective of all those economic changes 
which to varying dcgiccs and ovci varying periods were con- 
tinuously rendering pievious capital investments obsolete. 
This attitude was most strongly put forward by the investing 
groups, while the pait-owning or non-owning managers, who 
were for obvious leasons amenable to this point of view T , be- 
gan to stress the paiticular pi obi cm with which they were 
directly concerned. This problem was, if the general task was 
to maintain investments, to prevent any danger to invest- 
ments from becoming acute. Such a danger, from the par- 
tisan point of view of the pioduccr, was the possibility of 
inci easing costs, and this danger was emphasized by the nu- 
merical increasing of competitors in pioduction. It is inter- 
esting to notice here that the consumers’ point of view began 
to assert itself very slowly, and when it had asserted itself 
as the outlook of the absentee owners, we find that the 
latter encountered little difficulty in combining the pseudo- 
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producer point of view with the more crude pleasure-pain 
principles of the English utilitarians into that subjective eco- 
nomic theory which, after the timid beginnings of J. B. Say 
and, later, of Hermann Gossen and Stanley Jevons, became 
known as the marginal utility school of economics. 

The point to be made here in connection with the attitude 
of the managers oi production is that their notion of stability 
was largely identified with stability in the cost of production. 
But this sort of interest in the stability of the price level was 
not the same as the price level stability with which modern 
economists were (and some still are) concerned, which is 
based essentially on the consuming absentee owner point of 
view. 

Desire for stability in these terms was approximately re- 
alistic only under the conditions of an expanding national 
economy. By this we mean that while difficulties in disposing 
of the products of production were by no means entirely 
absens they were relatively small and not generally and 
equally noticeable. This was the case in the period in which 
the increase in the productive apparatus and volume of out- 
put was accompanied by the transformation of the whole na- 
tional population into industrial consumers. 

The middleman, a type of merchant quite different from 
any of the previous agents, developed to serve the needs of 
the consumer gioup. He was increasingly interested in the 
maintenance of stable prices and was the first to give emphasis 
to the need for stability in the general price level, especially 
in a period in which the prices showed a tendency to fall, It 
is the explanation of this tendency of the prices to fall with 
which we have been concerned. How, then, do we see these 
and other points reflected in the contemporary theories? 

If we attempt some kind of classification of the contempo- 
rary theoretical views cited previously, we do not mean to 
suggest that the personal histories of these writers explain the 
exact reasons for their preference for one approach or another. 
The danger of such crude and misunderstood individual so- 
ciology, when applied to scientific investigation, can find its 
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counterpart only in the efforts made to explain economic 
phenomena with reference to “pure’' and “received" doc- 
trine. In general, we conceive of economic trends within given 
periods of society, these trends being manifestations of the 
productive relations existing at that given time. Without im- 
plying that each banker, manufacturer, or laborer, as an in- 
dividual, must necessarily hold a specific point of view, it is 
possible, according to such a method of analysis, to determine 
the typical banker’s, manufacturer's, trader's, or laborer’s 
point of view. 

Huskisson was a banker, and even when he became Chan- 
cellor of the Exchequer he felt and acted consciously or sub- 
consciously as a trustee of the banker group, identifying 
naively, as is so customary, the interests of his group with 
those of society. To the economic interests of that group de- 
flation was even more dangerous than inflation. Sinking prices 
meant not only sinking real values but also lessened ability to 
repay loans. It is therefore only natural to find Mr. Huskisson 
advocating a stable currency with moral as well as economic 
arguments. To him devaluation was “a stale and wretched 
expedient." 65 

Torrens, from a similar point of view, proposed practically 
that the currency could be kept stable if enough of a leeway 
were provided between the gold points in order to prohibit 
too early and easy an effect upon the currency at home of gold 
movements occasioned by the varying condition of the bal- 
ance of payments. It is for this reason that he opposed the 
abolition of the laws prohibiting the export of coin and the 
melting of domestic coins and that later he advocated an in- 
crease in the customs duties. As Viner has pointed out, Tor- 
rens was willing to maintain the stability of the price level 
thus achieved, even if the process of achieving it “would in- 
volve a loss of the advantages of the 'territorial division of 
employment,’ ” as in Torrens’s opinion a fall in the price 

BB Huskisson, The Question Concerning the Depreciation of Our Currency 
Stated, p. 18. 
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level was of sufficient harm to outweigh the possible profit 
from international trade. 56 

We have discussed earlier the ideas of Thomas Joplin on 
the question of the desirability of a stable price level. While 
Huskisson’s and Torrens’s views can with relative ease be 
classed as being occasioned by the desire to maintain the 
existing value of currency, the reasons for Joplin’s views arc 
more complex. Joplin was a pioneer of joint-stock banking 
and as such much more intimately connected with the manu- 
facturers than were the London private bankers or the direc- 
tors of the Bank of England. In effect, however, his arguments 
differ little from those mentioned above. His main interest 
was the stability of the price level at home, that is, in England 
and Ireland, and he ivas perfectly willing lo make the export 
trade suffer by stopping gold payments if it were likely that 
conditions at home would be affected adversely by surh gold 
cxporLs and prices consequently lowered. 

John Rooke’s poinL of view was not that of a banker or an 
absentee owner. His object was to maintain a stable price 
level in order to insure stability of cost of production. He 
ad\ocated increasing the volume of paper cuirency if prices 
should show a tendency to decline, and, writing in a period 
of deflation, it was easy for him to add to his proposal that this 
principle of varying the volume of paper should be applied 
also in the case of rising prices. This proposal reminds one of 
the reasoning of certain modern busincss-cvcic theorists, who 
say that in times of depressions wages must be lowered and 
promise that in the next period of prosperity prices will not 
be allowed to rise again. But while wages are actually lowered, 
avoiding the next depression by preventing the prices from 
rising is usually forgotten or only rhetorically honored when 
prosperity actually arrives. 

It was fortunate for Rooke’s argument that prices did not 
rise. In order to provide a measure of value, he wished to 

BG C/. p Viner, Studies in the Theory of International Tiade, p. 807, also 
Torrens, An Essay on Money and Paper Currency , pp. 5G ff. 
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retain the precious metals as a constituent part of the cur- 
rency exchangeable with the paper currency at any time, but 
instead of having the paper currency vary according to the 
fluctuations in the price of the precious metals, he wished to 
vary the preuous-metal content of the standard of value ac- 
cording to the fluctuations in the price of the precious metals. 
Here we have an excellent example of the confusion produced 
by the above-mentioned newly developing method of ration- 
alizing — in the form of theorizing. The fact which was so dear 
to the mercantilists and still cherished by Adam Smith and 
David Ricardo was entirely forgotten: that money was after 
all a means to an end, a medium in the operations of the 
process of production and distribution. As Ricardo said: 

It is . . . worthy of observation that so deep-rooted is the prej- 
udice which considers coin and bullion as things essentially differ- 
ing in all their operations from other commodities, that writers 
greatly enlightened upon the general truth of political economy 
seldom fail ... to lorget . . . and argue upon the subject of 
money, and the laws which regulate its export and import, as quite 
distinct and different from those which regulate the export and 
import of other commodities . 87 

What Ricardo maintains with reference to the export and 
import of money, we want to extend here to the process of 
production as a whole. 

The increase in the division of labor in its intellectual re- 
flection manifested the increasing inability of the theorists to 
look beyond their own and immediate special interests. Rooke 
was interested in the stability of the prices of production, and 
consequently he proposed Lo use as a measuring stick for the 
value of the currency the “annual price of farm labor/’ to be 
modified, because of the lag in the adjustment of farm wages 
to changes in prices of commodities and because of the natural 
fluctuations of harvests, by the wages in the export indus- 
tries.” If fluctuations in the value of precious metals result 

flT Cf Ricaido, Works , p. 292. 

88 Rooke, An Inquiry into the Principles of National Wealth , p 88; also 
Remarks on the Nature and Operation of Money. 
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from the balance of payments between different countries, 
then a negative balance of payments must also be allowed to 
react upon the internal price level; otherwise the proposal to 
prevent it from acting upon the internal price level assumes 
the form of an opportunistic policy, which does not care about 
the long-run results, rather than of an adequate theoretical 
explanation. 50 In a somewhat similar manner, Henry James 
advocated stabilization of prices by using wheat and farm 
labor as measures of value. 60 While John Rooke still adhered 
to a convertible paper currency, Thomas Attwood was will- 
ing Lo go a great deal farther to achieve the same end. He 
advocated a government-regulated paper currency managed 
by means of open-market operations in national debt certif- 
icates. 81 As a standard of value, he proposed to use the price 
of wheat, which seemed at that lime most representative of 
the general status of the price level and of the purpose for 
which the currency was to be managed. Ht realized, as Henry 
James did not, that the price lor labor always tended to ex- 
hibit a lag as compared to the moment at which a change 
took place in the volume of currency, with an accompanying 
effect upon the prices. And since 

five percent interest per annum, which has so long been estab- 
lished by law, and approved by universal custom and consent, 
seems now to have become a kind of par in the value of money, 
by the means of which we may at all times judge of the efficiency 
of the circulating medium, 

co Irving Fisher has "acknowledged Rooke as an anLicipator of his own 
‘compensated dollar’ plan" (Vincr, Studies in the Theory of International 
Trade , p. 20B). It will be clear from oui exposition that thcie can be no 
meaningful direct lefcrencc between the doctrine of fisher and that of 
John Rooke for the reason that their respective iheoiiziug was (oncerned 
with fundamentally different sets of economic data. On the other side, a 
similar, though by no means the same, argument as that used against Rooke 
can be advanced against Fisher. Fisher's compensated dollar as a device of 
economic policy can operate only as long as the influences from outside the 
national economy (but nevertheless belonging to the same general economic 
structure of which national industrial economies after all are only parts) 
have not as yet made themselves fell. 

60 James, Essays on Money , Exchanges and PoUtiial Economy, 

<u Attwood, Prosperity Restored, pp. 131 fl.; Attwood, Observations on 
Currency, Population , and Pauperism, pp. i6C> ff.; and Attwood, The Late 
Prosperity and the Present Adversity of the Country Explained t pp. 34- ^ 
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Attwood concluded that “the rate of interest is perhaps as 
good a criterion as the bushel of wheat.” 62 In addition, how- 
ever, Attwood proposed that “the par of labor . . . would, 
probably, be a more certain guide than the rate of interest, 
and would not be so obnoxious to popular prejudice as the 
bushel of wheat.” 63 Attwood did not deceive himself into 
taking for granted a direct relation between the volume of 
currency to be issued and a demand for money. Such a direct 
relation would exist only under the condition of available 
“beneficial” employment, and full employment is the main 
criterion according to which a monetary policy had to be 
directed. “Whenever . . . the money of a country is suffi- 
cient to call every laborer into action, upon the system and 
trade best suited to his habits and his powers, the benefits of 
an increased circulation can go no further.” 04 

The impoitant difference between the various schools ad- 
vocating a stable monetary standard can thus not be brought 
to light by making a distinction between the support of a con- 
vertible metallic and a nonconvertible paper standard of 
money, but by the different aspects oi the main interest each 
had in wanting to change the existing state of monetary affairs 
and according to the purpose for which they wished to change 
the existing monetary techniques. The complaint that there 
was not sufficient explicit argument advanced by the advo- 
cates of a convertible metallic standard against those who 
were rather in favor of a nonconvertible paper standard theie- 
fore explains itself. GR Having their practical purpose quite 
definitely, though not always explicitly, in mind, the advo- 
cates of the various proposals were willing to use any means 
to support their arguments as long as it suited their ends. 

This position can be seen still more clearly in the proposals 
of those who argue in more pronounced extremes. The Earl 
of Rosse has perhaps put most clearly the attitude fundamen- 
tally held by most of the different schools, but not advanced 

a* Attwood, Prosperity Restored , p. 183. ** Ibid., p. 1B4. 

• 4 Attwood, A Letter to Nicholas Vansittart , on the Creation of Money, and 
on Its Action upon the National Prosperity , p. 68. 

wVincr, Studies in the Theory of International Trade, p. 314. 
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with equal clarity by all of them, because few could indulge 
in the luxury of such full detachment from actual and par- 
ticular economic problems as his lordship was able to do. He 
was 

inclined to think that the wants of man. and the ingenuity ex- 
ercised in remedying them as they ornured, ha\c in this, as in 
most other instances, formed, upon the whole, a better system oi 
currency for this country at present, and better adapted to the 
ciicumstanccs of the time, than any statesman, or political econ- 
omist, however able and well informed, could have devised in his 
closet . . . the thing is clone first; the reason why it should be 
done is found out afterwards.' 30 

This classic and exLrcme statement of a laissez faiic, laiyscz 
passer attitude is represented, too, in the attitudes of those 
whose interest in easy money led them to look for justifica- 
tion for their demands wherever they could lind it. Sir John 
Sinclair, for instance, pointed out that the considciable in- 
crease in commerce and public revenue demanded an in- 
creased volume of circulating medium, this necess ry increase 
to be piovidcd by new issues of bank notes. In connection 
w T ith this demand Ricardo asked quite cleaily, "Who has 
denied it?” 07 The only question important to Ricardo was: 
"How much money should circulate?" And to this pioblcm 
Sir John Sinclair advanced no answer. In the crudest form, 
equaled only by later equilibrium theorists, he (Sinclair) con- 
sidered money absolute and took it for granted that an in- 
crease of paper circulating would directly reduce the rate of 
interest. Assuming that 

the total circulation of Great Biiiain ... be 40 millions staling 
in coin and in paper, bearing an interest of five per cent . . . 
[then] if it were reduced to 30 millions, bearing an interest of six 
per cent how much would not the industry of the nation be 
cramped? Whereas, were it raised to 50 millions, bearing an in- 
terest of four per cent and the whole of it actively employed in 

00 Rossc, Observations on the Present State of the Currency of England, 
pp. 87-88. 

67 Ricardo, "Letter to the Morning Chronicle on Sinclaii's 'Observations/ ** 
September 18, 1810, Minor Papers on the Currency Question , 1809-182), cd. 
by J. H. Hollander, p. 73. 
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various industrious pursuits, it cannot be doubted, that the pros- 
perity of the country would be increased with celerity, and carried 
to a height, which would not otherwise have been attainable. 

Ricardo adds to this that "if this reasoning be just, how in- 
calculable would the prosperity of the country become, if 
the bank would increase their notes to 100 millions and lend 
them at three per cent.” 08 Sinclair identified money with the 
supply and demand for capital much as savings and invest- 
ment are continually confused today. 

The most basic issue in periods of deflation could not be 
and was never fully realized by any of the contemporary 
economists. The fact that economy was expanding was ob- 
vious and not denied. But lo be able to interpret this expan- 
sion as a structural change in the national economy, it would 
have been necessary to observe not only the effects of an ex- 
panding economy but also the changes resulting from an 
economy which began gradually lo contract. The latter, how- 
ever, became only gradually noticeable in the last half of the 
nineteenth century and, for that matter, are not even fully 
accepted by economic theorists today. For this reason it is 
only natural that the deflation phase was interpreted in gen- 
eral as a temporal y effect of particular economic-political 
actions and that the removal of the causes for such effects 
would do away entirely with the observed and deplored con- 
sequences. We ha\c tried to show that most of the explana- 
tions for the deflation weie founded in historical fact, but that 
these historical facts did not represent all the causes or, which 
is even more impoitant, the most basic causes. 

For the sake of simplicity, we will give major emphasis to 
the decreasing cost of production, as manifested by the chang- 
ing economic structuic, with the implied aspects of intensely 
increasing competition, increasing investment and fixed cap- 
ital, and the growing contradiction between the desired con- 
tinuity in the \alue of investments, on the one hand, and de- 
creasing prices and the increased rate of obsolescence, on the 
other. This gives some indication of the economic reality 

** Ibid., p. 76. 
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within which the “stability” of the monetary standard was to 
be established. Another reason why the impossibility of estab- 
lishing a stable (and that meant static within the framework 
of the prevailing theory) monetary standard was not recog- 
nized is to be found in the fact that several tendencies of this 
same economic reality acted to obscure the previously men- 
tioned ones. While competition was increasing in intensity, 
while average profits seemed to decrease, and while the rela- 
tion between fixed and variable capital was changing in favor 
of the former, the absolute volume of production, as rvell as 
the number of potential consumers, w as still increasing. This 
produced the illusion that profits were not seriously endan- 
gered and as far as the total volume was concerned seemed to 
be rather increasing than otherwise. The cause for the de- 
clining price level, then, was said to be monetary nieasuies, 
and the structural changes responsible lor this decline were 
barely mentioned. 

A second cause for the existing failure adequately to per- 
ceive the function of money at that time is that the industrial 
sjstem of production, with the mechanism of which we arc 
here concerned, had noL yet become fully operative outside 
England, except in some rather isolated spots on the Con- 
tinent. The working of the exchange rates by the different 
countries was therefore still based to a considerable, though 
of course changing, extent upon trade-capitalist relations, at 
least in so far as most of the foreign countries were concerne d 
with mercantile trade or manufaciural production rather 
than with industrial production as it had become distinct and 
predominant in England. 

However, this docs not imply that, even though industrial, 
the forces then operating in England in foreign trade were 
of the same kind as those that operated in the last half of the 
nineteenth century, to say nothing of the economic forces in 
foreign trade today. One of the important manifestations of 
an industrial society that is progressing and expanding be- 
yond national boundaries was still insignificant, if not func- 
tionally, at least absent, that is, the export of capital. 
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In the following chapter we shall discuss some of these 
problems in their direct relation to the function of money. At 
this moment we wish only to point out that the much-com- 
plained-of lack of interest in the foreign-exchange aspects of 
the theory of money was not accidental at all. The reality 
which later gave rise to the discussions about its intricate and 
changing natuie simply did not exist at that time. 

During the peiiod of the bullion controversy the role of 
the exchange rates as far as they affected the stability of the 
monetary standard was considered in the main as that of an 
extraneous force, the operation of which was impoitant only 
when it affected the national curiency adversely. Quite cor- 
rectly, it was perceived that the emphasis for the determina- 
tion of the most benefit lal monetai y policy had to be laid upon 
the functioning of the monetary standard at home, that it was 
more impoitant to have “a steady (imcncy and fluctuating 
exchanges” than “steady exchanges and a fluctuating cur- 
rency.” 00 It was also thought to be more impoitant to protect 
the home maiket from further causes for declining prices, 
thus giving the manufactureis a chance for inu eased exports, 
than to piotect the consumer from using piices. 

With litlle expoit of capital and only isolated competition 
in production fiom abroad, the basis for the woiking of the 
exchange lates as later peiceived by Mill was not yet fully 
developed. Consequently, there was no reason for prefen ing 
a metallic standard on the assumption that it facilitated or 
stabilized intei national trade. On this basis it would have 
been impossible for any economist at that time to set forth 
theoietical explanations of the relations “between stable and 
unstable exchanges, and between a metallic standard and a 
paper standard” or to lecogni/e that “the important issue,” 
supposedly, was “only as and if the foimer in operation pro- 
vides stable exchanges and the latter in operation fails to 
do so.” Fluctuations of the exchanges are part and parcel of 

Bollmann, .4 Second Letter ... on the Practicability of the New System 
of Bullion Payments, p grjn, see also Walter Hall, A View of Our Late and of 
Our r uture Currency, p 56, Geoige Woods, Observations on the Present Price 
of Bullion , p 53. 
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that system of production which produced the commodities 
in foreign trade, and "foreign investment" can be affected by 
fluctuating exchanges only in so fat as such investment al- 
ready exists. 

SOME TENTATIVE CONCLUSIONS ON THE THEORY OF DEFLATION 

The position taken here regarding the general and structural 
forces underlying the formulation of the classical theory of 
deflation may be summarized briefly in the following way: 
The general character of the rise in the general price level 
is due to the fart that the changes in the process of prod uc tion, 
particularly those in the institutions concerned with the 
supply of fixed and circulating capital, made for a m.uked 
decrease in the scarcity of this supply. Competition resulted 
in higher accumulation and a tendency toward lowei prices. 
This tendency was enforced by the still lagging supply of 
labor. Also, the agricultural revolution contiibutcd gradually 
to a decrease in the price of the mobile factor of prodiu tion. 

A supposed contraction of currency, as previously advocated 
to counteract inflationary tendencies, was, however, blamed 
for injury to industry resulting from the fall of prices. By 
using the reasoning employed to explain inflation, deflation 
was thought to represent the simple opposite of inflation. The 
industrial producer was thought to suffer from foitcd savings 
caused by a supposed oversupply of commodities. The con- 
clusion, by inference, was that voluntary savings should equal 
investment and that this i elation between savings and in- 
vestment was to be kept equal by a flexible late of interest. 
The demand for relative stability in the i elation between 
volume and value of money was thus a mcie rationalization 
and a pious hope for counteracting the increasingly intense 
competition with its resultant decline in prices and relative 
rigidity in the minimum price of labor. 

The deflationary phase of early industrial society did not 
produce the complete formulation of a theory of money. While 
the general outline of such a theory became gradually visible 
because of the completion of the national economic integra- 
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tion in England, the elimination of the mercantile frontiers 
and the transformation ol this outside world into industrial 
countries, with the consequent quasi-automatic working of 
the international exchange rates, was necessary to make pos 
sible the final formulation of the classical quantity theory of 
money. Combined with the previously developed theoiy ot 
inflation, the theory of deflation as developed after the re 
sumption of cash payments was to form the complementary 
part in an equilibnstic theory of money. 



9 ■ The Quantity Theory of Money 

What she reveals not to thy mental sight 

Thou wilt not wrest from her with curves and calculations. 

Goethe, 


I n an analysis of the transmutations of the function of 
money and the accompanying changes in the doctrines 
dealing with these changes one can observe that up to the 
time of the Currency Debates no fully developed and self- 
supporting “theory of money” had yet been formulated. With 
the growing domination of the industrial mode of production 
over the whole of English social life, the scope of the social 
and economic phenomena affected and permeated by money 
— the symbolic manifestation of the industrial exchange econ- 
omy — broadened considerably. Contrary to the a-national 
character of the economic concepts of the preceding period, 
the type of analysis of the economic organism of society de- 
veloping in the early nineteenth century, for example, in the 
Ricardian interpretation, was presented on a national basis, 
that is, the “principles of national economy” were investi- 
gated, not the later abstract neoclassical “principles of eco- 
nomics.” 

THE CHANCED FUNCTION OF INTERNATIONAL TRADE Industrial 
production, however, did not remain, nor in the strictest 
sense of the term was it ever, a national phenomenon. Ex- 
ports of industrially produced goods played a role liom the 
very beginning of this type of production. Up lo the early 
decades of the nineteenth century the importance of these 
exports was overshadowed by the abiliLy of the English pro- 
ducers, the pioneers of industrial society, to dispose of their 
output in the national market, which increased with the grow- 
ing industrialization of the country and with the accompany- 
ing transformation of a growing number of the people into 
active participants in this industrial production and there- 
with into consumers of the products produced. In reaching 
the stage of relative national industrial integration, that is, 
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having transformed England into a predominantly industrial 
country, the need for new effective outlets for the increasing 
output of the country assumed added importance. It is not 
suggested here Lhat the consumptive propensity of England 
became exhausted. Quite the contrary was the case. Every in- 
crease in consuming power from that time on, however, ap- 
peared necessarily as an increase in cost of production. This 
danger, in turn, was met by the growth of inventions and the 
consequent application of labor-saving devices. The effective- 
ness of this attempt to Halt the decline of average profits was 
limited by the increased intensity of competition and the 
changing form of enterprise as small-scale private production 
became replaced in relative importance by large-scale cor- 
porate enterprise. Under these conditions it became manda- 
tory not only to find new outlets for the produced commod- 
ities but also to find a new way to decrease costs. It was due to 
this need to decrease costs, in a period of falling prices, that 
the possibility of utilizing cheaper labor, that is, labor in not 
yet industrially developed countries, was discovered. 

This type of expansion of industrial society, that is, the ex- 
tension of the Fnglish industrial type of producing commod- 
ities beyond the original national boundaries, is covered by 
the term “capital export.” 1 Capital export was the solution 
to both of the main problems of English production. It pro- 
vided a tremendous impulse to English commodity export in 
the form of capital goods exports. The capital invested in 
these machines was put to work with less labor cost than would 
have been possible at home, and at the same time it created 
new and growing markets lor finished consumer goods by 
transforming the foreign laborers into industrial consumers. 
This state of affairs is fundamentally different from the earlier, 
mercantile, type of foreign trade at a time when the relation 
of England to other countries, whether overtly or only in- 
directly “colonial,” consisted in the exchange of finished 
goods for raw materials or finished goods for luxury goods. 

1 Nicbyl, “Historijske Izmjene u Funkciji Iz\oza Kapitala,” Ekonomist 
(Zagieb), V (July-August, 1939), 284 ft. 
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After the advent of capital export international trade increas- 
ingly assumed that form which had previously prevailed in 
the national scene. 

It is this change in the character of foreign trade, its be- 
coming an inherent part of industrial production, that com- 
pletes the formation of an international industrial economy. 
The theory of foreign trade as it was now expressed by John 
Stuart Mill, rounded out the classical theory of economic 
mechanics and produced with it, as we shall see, the classical 
theory of money. 

the currency decates It will now be our task to follow in 
some detail the steps which led to the final formulation of the 
classical theory of money. The point of discussing in this con- 
nection the famous “Currency Debates” is not merely to com- 
municate historical events and therefore to adhere in Lhr 
presentation to the oveit forms in which the Debates were 
clothed. The problem here is to discover that economic proc- 
ess of which the Debates were Lhe doctrinal products. 

The particular content of Lite Currency Debates provides 
direct evidence that the general problems of industrial pro- 
duction in its ascending phase had, for that phase, been solved. 
For example, in the Debates much emphasis was placed upon 
the problem of the operation of international exchange. This 
pioblem, however, was not treated as an issue of general eco- 
nomic analysis. T he latier was taken for granted, and the IK 
hates were focused upon what has been called in the litera- 
ture on this subject a “short-run issue.” The reason for such 
concentration on short-run issues is not appreciated by some 
economists . 2 The issue about which the Currency Debates 
arose was on the surface the same one which we treated in our 
last paragraph on the bullion controversy: to determine the 
standard which would best serve the English economy. More 
concretely, these Debates were concerned with that one point 

2 Gregory, Select Statutes Documents and Reports Relating to British 
Banking 1832—1928, I, ix; also Viner, Studies in the 7 heory of International 
Trade , p, 318, 
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which the contemporary theorists felt was very inadequately 
treated, namely, the mechanism operative in the relation be- 
tween England and other countries. 

The difficulty encountered here by the interpreting econ 
omists is highly interesting. This transition from the discus- 
sion and analysis of general principles or long-run issues to the 
very possibility of engaging in the analysis of particular events 
or short-run issues is important in the process of thought 
foimation regarding the nature and significance of the flow 
of money. This analysis considers some resulting implications 
in the present-day use of monetary concepts. 

Before the significance ol this problem is investigated, a 
slight deviation may be permissible. The difficulty in every 
historical and analytical presentation today is language. 3 The 
same fiame of mind which, as wc aie tiying to show, produced 
the quantitative notions of monetary theory and the static 
logic of nineteenth-century science tempts writers and readers 
to oversimplify historical processes by classifying them into 
more or less ligid phases which, however, do not exist in that 
inflexible form. If, therefore, we are maintaining that the 
period of the Currency Debates was characterized by a kind 
of foieign trade structurally different from that of the Bul- 
lion Controversy, we do not mean to say that the basic ele- 
ments of the foimer weie not already present in the latter. 
What we do want to say is that only after 1830 had they de- 
veloped to such an extent that they gradually achieved major 
importance. Consequently, aside from the effects resulting 
from foreign wars, the movements of precious metals were 
determined in the period preceding the Currency Debates 
largely by the state of production at home and the possibility 
of disposing of products, or of buying the commodities to be 
imported, in accordance with the status of the national econ- 
omy. The flow thus determined was only modified by the state 
of the supply of precious metals abroad. After the 1830*5, how- 
e\ er, when the national economy was actively engaged in ex- 

8 Fraser, Economic Thought and Language , also Nieb)l, "The Need for a 
Concept ol Value in Economic Theory,” Quarterly Journal of Economics, 
February, 1940, pp. aoi ff. 
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tending its economic boundaries, the rules according to which 
precious metals began to move to and from England wet c set 
by conditions of production on both sides of the English fron- 
tier. If we add to this the fact that the first formative stage of 
industrial society had been passed and the interrelations 
within this new society had become well regularized, we will 
understand that the mechanism exhibited in the movement 
of the foreign exchanges began to show the same character- 
istics of apparent automatism that were observed in the pre- 
ceding period in the relation of the London metropolis to the 
provinces . 4 

How, then, did contemporary economists think that for- 
eign exchanges operated? On the one side it was maintained 
that any efflux of gold to or influx from foreign countries 
must produce an automatic and corresponding decrease or 
increase in the volume of money in circulation. The Currency 
School maintained that inasmuch as automatic operation was 
obvious in the case of a metallic currency, a pap'T currency 
based on a metallic standard should be made to operate in the 
same way. It was fully recognized that a paper currency would 
not necessarily operate automatically in the same way that 
metallic currency operated, and it was therefore advocated 
that certain rules for monetary management should be laid 
down. If such rules were not established and followed there 
would be danger in the possibility of issuing paper money in 
excess of, or of contracting it at other times in undue proper - 
tion to, the needs of the national economy. 

The obvious inference in this type of argument is that 
prices should be made to vary according to the needs of inter- 
national trade. We have to remember that foreign trade no 
longer remained the exclusive domain of the London mer- 
chants, but, because of its change in character, was now of 
equal, if not greater, importance to the country manufacturer. 
It is important to keep this direction of the argument of the 

4 The newly developing contradictory tendencies of the productive or- 
ganism are here consciously neglected, since we are going to stop with our 
analysis at a point at which their importance had not yet become predomi- 
nant. 
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so-called Currency School in mind because it will be found 
that it is similar to that of the Banking School and that both 
differ only in regard to the techniques by which the smooth 
operation of the monetary standard, and that meant smooth 
monetary relations between England and foreign countries, 
was to be achieved. The members of the Currency School were 
more realistic in their formulation and analysis of the prob- 
lem and more traditional at the same time. While they were 
willing to giant the automatic working of the price mecha- 
nism over the long run, they were induced by the experience of 
the pieteding period of inflation into being cautious about 
giving entirely free way to the principles of absolute laissez 
fairc as advocated by the Banking School. The Banking 
School, represented by men like John FullerLon, Thomas 
Tookc, J. W. Gilbert, and others, played the role of His 
Majesty’s loyal opposition by laying emphasis on the general 
principles, on the one hand, and on the other hand by direct- 
ing its critique against any of the practical pioposals made 
by the othei side. To the Banking School governmental or 
any regular control exerted upon the flow of money seemed 
anathema. According to this School the only effective conti ol 
operated automatically within the economy of that time — by 
means of the all-leveling competition. If bankers were willing 
to issue notes in excess of what could safely be absorbed by 
business, and if business weic willing to take credits in excess 
of its needs, both would have to pay the inevitable penalty of 
inflation. 

The particular arguments advanced for and against each 
one of the techniques consisted mainly in attempts to clarify 
the woi kings and the mechanics of the flow of money in par- 
ticular cases. Thus, it was pointed out that the velocity of 
paper notes was not the same as that of metallic coins and 
that, therefore, any increase or decrease in the volume of pre- 
cious metals would have to be accompanied by a larger de- 
crease 01 increase in the volume of notes outstanding in order 
to attain the correct proportion between the increase or de- 
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crease in the volume of notes and coins. As this greater velocity 
of notes, as compared to that of coins, could be shown to exist, 
but could not be measured accurately, any attempt to regulate 
the volume of notes in circulation in accordance with the vol- 
ume of coins was said to be arbitrary. The Banking School 
also pointed out that the volume of money in circulation may 
not consist exclusively of currency, but that an increasing 
part may be represented by deposits. In the latter case any 
control of the volume of money had to include control over 
the deposits in order to be at all effective. In addition, the 
point was made, though with much less justification, thai gold 
would not necessarily move from and to the country in direct 
proportion to the status of the trade balance. This, the Bank- 
ing School held, might be due to the hoarding of gold, and 
any fluctuation in the nation’s currency might he the result 
of an increase or decrease of these hoairis rather than the in- 
ternational movement of gold. 5 The Banking School, how- 
ever, never made clear why such hoards should have existed. 
It could not have been 'argued that they were due to the exist- 
ence or nonexistence of confidence, as Malthus incoriectly 
argued, because it was lack of confidence which was to be 
avoided by the smooth operation of a monetary standard. 
Hoarding was a point appropriately taken up by theorists in 
mercantile times when there were sLill large areas in the eco- 
nomic structure in which nonmanufat Luring groups were in 
existence. In an integrated industrial economy there is no 
room for hoards except in two cases. First, for reasons of tem- 
porary lack of confidence, and such lack of confidence would 
have to be a product of the working of that system itself and 
therefore could not really be considered one of the c oiuli lions; 
secondly, if the economy as a whole should come to an im- 
passe in which investment possibilities were permanently be- 
low the available supply of funds. 

The sanctioning of a number of new monetary techniques 
gave added evidence of the progressing change in the ccon- 


8 Fullerton, On the Regulation of Currency, p. 
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omy. Several legislative enactments had established for Eng- 
land practically a pure gold standard. The operation of the 
latter was greatly strengthened in 1826 when finally all notes 
below £5 were taken out of ciiculation. The Act of 1833 not 
only made the Bank of England notes legal tender but also 
removed the restriction of a maximum interest rate of 5 per- 
cent on discounts of the Bank running for more than ninety 
days. The banking facilities in the metropolis were greatly 
broadened and improved by the permission to establish non- 
note-issuing joint-stock banks within a 65-mile radius of Lon- 
don and the establishment of banks with more than six part- 
ners outside this same radius. 

After most of the necessary technical and institutional 
foundations for an automatically working monetary standard 
had thus been prepared, the “Palmer rule” was established in 
1827 W the Bank of England. This was the first practical 
application of the currency principle to English banking 
operations. This rule attempted to enforce the presumably 
necessary identity between convertible paper currency and 
metallic currency in its operation with respect to the ex- 
change rates. UndeT its provisions the Bank of England at- 
tempted to keep a bullion reserve covering one-third of its 
effective money circulation, that is, notes and deposits to- 
gether. The remaining two-thirds was to be kept in securities, 
the volume of these securities to iemain constant in order to 
insure that any increase or decrease in the amount of bullion 
in the vaults ol the Bank would react automatically upon the 
volume of the means of exchange. 0 

No provision was made in this rule for determining the 
stiategy to be used with regard to deposits in case of gold 
movements. The position of Pennington on this point is of 
interest. In deviating from the rigid currency principle, he 
maintained that notes as well as deposits should fluctuate with 

0 Palmer, Evidence in the Report fiom the Commons Committee of Secrecy 
on the Bank of England Charter , p. 1 1 . also Pennington, A letter to Kirk- 
man Finlay , Esq , On the Importation of Foreign Coin and the l alue of 
Precious Metals in Different Countries. 
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the gold movements. 7 At the same time, he did not believe 
that the existing deposils in the Bank of England could func- 
tion as a cause of danger to the bullion reserve in times of 
stress by having these deposits withdrawn from the Bank in 
the form of bullion because “a larger portion of those deposits 
consists of the reserves of the private banks, which they are 
obliged to keep in hand, and which in times of pressure and 
alarm they find it expedient to increase rather than diminish/’ 
Facts indicate, however, that for the period in question the 
volume of securities in the Bank showed a tendency to remain 
constant, the volume of the reserve varying considerably more 
than the volume of notes in cii dilation. 8 

There can be no doubt that this state of monetary affairs 
favored stability of the price level within the countiy at the 
expense of an increasing discrepancy between the English 
price level and that of the outside world. The result was that 
the hectic nature of the development of English industry at 
this period of productive expansion and falling prices was 
made worse by the instability of prices in the much-needed 
foreign trade, increasing thus the tendency toward crises by 
adding monetary hazards to the already existing and increas- 
ingly apparent cyclical nature of industrial production. 

The advocates of the currency principle wcic well aware 
of the problems thus created, and Torrens, as well as Jones, 
emphasized that the Bank should hesitate to vary consciously 
the total volume of securities held by it if it were found that 
its reserve was being diminished by the withdrawal of de- 
posits, since the stability in the relation of the reserves held 
to the amount of money circulating was their main objective. 

7 PenningLon, A Letter to Khkman Unlay . Esq., pp. 89-90. 

"Taking average quarterly figures between 1852 and 1840, 'in Chat period 
the difference between the highest and lowest amount ol deposits was 
£12,384,000; securities £10,804,000; bullion £8,r78,cxx); whilst the difference 
between the highest and lowest amount of circulation, which ought to have 
varied with the influx or eflliiv of bullion, varied only to the evtent of rather 
more than £3,000,000. The result of the action of the Bank was to keep 
their circulation even and to let their deposits, securities, and bullion \ar\. 
House of Commons Debates , Vol. LXX 1 V (series 3), 20th May, 1844, col. 1361, 
cited by Gregory, Select Statutes , I, p. xviii. 
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Constancy in the volume of security holdings was a means to 
be used only in times when it operated satisfactorily.® More 
particularly Jones and Torrens maintained that only the 
amount of the securities which served as the two-thirds of the 
necessary coverage for the note circulation should be kept 
constant, while the remainder should be made to vary accord- 
ing to the needs resulting either from the volume of loans out- 
standing or from the state of the currency. It is on this point 
that the advocates of the Currency Principle made one of their 
important proposals, one which was to have significance far 
beyond expectations at the time when it was made. They 
proposed to separate the banking department of the Bank of 
England from the issuing department in order to guarantee 
that the securities used to cover the notes issued would be 
kept separate from those held by the Bank as coverage for 
loans granted, the amount of which appeared in the books of 
the Bank in the form of deposits. It is obvious that such a 
proposal was based upon a conception of the role of the Bank 
of England as the central bank of the country, capable of 
regulating directly the total volume of notes being circulated 
imthe country. As Viner has pointed out, the Currency School 
advocates did not emphasize this quiet assumption “as a pre- 
caution, perhaps, against providing further stimulus to the 
already vigorous opposition of the country bankers to the 
Currency School proposals.” 10 

This separation of the banking and issuing departments 
was realized in the famous Peel’s Act of 1 844, commonly called 
the “Charter of English Banking.” There is no need to go 
minutely into the subsequent operations under this Act. It 
will suffice to say here that while the Bank of England used 
the banking department as an instrument of attack upon the 
country banks to establish its predominance, by increasing the 
discounts at a rate of interest very low for that time, the sub- 

9 Overs tone, Tracts and Other Publications on Metallic and Other Paper 
Currency , ed. by J. R. McCulloch, p. 29; see also Torrens, A Letter to Lord 
Melbourne on the Considerations of the Recent Derangement in the Money 
Market , p. 29. 

10 Viner, Studies in the Theory of International Trade , p. 229. 
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sequent crises were met by a suspension of the coverage pro- 
vision for the issue of notes, which in every case proved to 
alleviate satisfactorily the temporary panics. The reasons for 
such positive operation, for example, in the crises of 1847, 
1858, and 1866, are not, however, to be found exclusively in 
the financial structure of the country, but rather in the process 
of production. It was the overcoming of the productive rigid- 
ities of relatively small enterprises producing for national 
trade, by the gradually-increasing utilization of new inven- 
tions and cheaper labor, aided by Lhe extension of credit by 
the central bank, which successfully resulted in unfreezing 
otherwise sound debts and easing the necessary period of 
transformation through bankruptcies and reorganizations. 

In this process we lind realized the principles advocated by 
the Banking School. We find that the aclual operation of the 
Englisli banking system, though not according to the letter 
of the enacted law r s or the adopted rules, was increasingly 
successful in linking the operation of the foreign exchanges 
with the financial mechanism of the country. We find also 
that the reasoning on the “short-run issues'’ discussed logically 
presupposed the tendency of the economy toward equilib- 
rium. The mechanics of this continuing, though so far still 
not continuous, harmony were more and more thought to be 
set in motion by monetary causes, with the result that the 
theorizing contemporary economists conceived the idea of 
expressing the major economic laws in monetary terms, 

the theory of equilibrium The middle of the nineteenth 
century brought the completion of the process which trans- 
formed England and was transforming other countries into 
fully developed units of industrial production. It also brought 
an institutional change which, in addilion to those previously 
mentioned, enabled the industrial English economy to em- 
bark upon that period of industrial progress which through 
the absence of any major upheavals gave the appearance of a 
now “mature” economy in equilibrium, within which the 
minor disturbances assumed the charactei of temporary de- 
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viations. The repeal of the Corn Laws made it possible for 
the English producer to lower temporarily, though very effec- 
tively, the cost of production by decreasing wage costs without 
being forced to decrease any further the real wage. The over- 
powering difficulties created earlier by deflation and before 
that by inflation, receded into the background of economic 
consciousness, and while they were not forgotten, they were 
incorporated into a larger conception of the economic "laws/’ 
in which they appealed as temporal y “deviations” of an other- 
wise “normal” trend. 

Production and capital accumulation had thus found an 
effective means to continued growth. On the one hand, cheap 
labor was made available in relative abundance abroad, wait- 
ing only for the investment of the funds “saved” in England 
and transfeired abioad through an increasingly active bal- 
ance of trade. On the other hand, industry at home was tempo- 
rarily relieved of the threat of a relative increase in cost be- 
cause of the decreased cost of living of the laborers. 

Under such conditions there was no conceivable reason for 
the expression of pessimism on the part of the English pro- 
ducers and industrial traders, the more so as this rise in profits 
allowed them Lo “appease” the social dissatisfaction for the 
time being. The Victorian middle classes were happily in- 
capable of perceiving the dangeis in their situation. They 
were encouraged in their temporarily warranted optimism by 
their equally temporary ability to pay for their peace of mind. 
The ability to rationalize which had developed at that time 
created a “political” disposition which was responsive to, if 
not responsible for, the idea of “static economic production,” 
or a production moving in “equilibrium” with only tempo- 
rary deviations which, once created by what were assumed to 
be “external” causes, must of mathematical necessity re- 
establish that very equilibrium by moving with the same in- 
tensity to the other side of the line of harmony. 

The final formulation of a theory of economic equilibrium, 
particularly a monetary theory based on equilibrium con- 
cepts, is now, and only now, possible. In the manufacturing 
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period, that is, the last stage of mercantilism and the first stage 
of industrial production, the notions concerning manufacture 
were crude and made to order for the solution of the partic- 
ular problems at hand. In the first phase of industrial produc- 
tion these notions broadened, but they still corresponded 
largely to the economic reality which they were intended to 
express. With the gradual integration of industrial produc- 
tion, thinking in terms of an abstract and assumed ly gen- 
erally valid system began to prevail, and the theorists during 
that period began to treat their specific subjects of investiga- 
tion always with reference to Lhcse a priori accepted general 
laws of industrial society . 11 While this logical, or at least 
methodological, system was in process of formulation, indus- 
trial production not only proceeded to permeate other coun- 
tries but also began, in this process, to show important signs 
of difficulties attendant upon the resumption of full employ- 
ment after prosperity had again been achieved. Average prof- 
its began to show, at least temporarily, menacing signs of a 
tendency to decrease, and the repeated difficulties in finding 
investments for savings again occasionally disquieted the 
manufacturing groups. The significance of the development 
of this type of theory lies in the fact that a veil was thrown 
over the actual thoroughgoing transmutation of the home 
economy. This discrepancy between the economic reality of 
that time as we understand it today and the form in which this 
reality appeared to contemporary economists was necessarily 
reflected in the economic thought of that time. The lag bc- 
Lween systematic thought and economic reality remained un- 
recognized, to the extent that the temporary recuperation of 

n It is not maintained here lhat those interested in economic problems in 
the later period of mercantilism did noL attempt their solutions with refer- 
ence to certain systems of philosophies. The outstanding difference between 
the mercantilist thinkers, and, for example, Adam Smith oi Ricardo, con- 
sists in the fact that the former (and, analogically, the po$t-]ohn Smart Mill 
economists) referred to a system of thought created by and belonging to a 
period preceding the one within which the concrete problems with which 
they were dealing had sprung up, In consequence, these system^ had to be 
abstract by nature and, theiefore, were referring to "natural laws and divine 
providence rather than to economic laws in the Ricardian sense. 
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profits enabled the entrepreneurs to recover for the time 

being. 

Only on this basis, which excluded by its very nature the 
ability to recognize fundamental structural, that is, qualita- 
tive changes, was it possible to erect the magnificent building 
of a logically consistent, harmonious, and most definitely 
“closed” system of economic equilibrium theory. It was quite 
appropriate that at this time the term “political economy” 
was coming into disrepute. The term suggested that the 
method referred to would enable the people who used it to 
direct consciously their economic actions. But already Jean 
Baptiste Say recognized quite clearly that the “science” of 
political economy or, as it was later and perhaps more ade- 
quately called, “economic theory,” was quite incapable, from 
then on, of being put to any such practical use. This judg- 
ment concerning the function of economic thinking was the 
result of a very real cxpeiicnce — namely, the inapplicability 
of contemporary economic thought to economic reality. 

Ricardo, McCulloch, James Mill, and Nassau Senior con- 
sidered all the iinpoi tant aspects of the process of production 
as- aspects of some of the “great” economic laws John Stuart 
Mill, in that greater part ot his economic theory in which he 
was still predominantly a classicist, had for the last time sum- 
marized all the important findings of the old classical school. 
At the same time we can begin to see in him most clearly a 
new attitude arising, \\ hicli will be the subject of our discus- 
sion elsewhere. 

The best presentation, peihaps, of this development can be 
found in the concept and methodological tool of the homo 
oeconomicui. In it the subject matter treated by economic 
theory had lost the last semblance of economic reality, and 
it was not recovered for another thirty or forty years. Demand 
and supply, the relation of value and price, the laws of wages, 
profit, and rent, had finally found a summary crystallization 
in a theory of distribution based on Adam Smith’s notions of 
production. 12 The working of the exchange rates with which 

ia In contradistinction to the theory of distribution by and after Stanley 
J evens, H. Gosscn, and E. v Bohm Bawerk. 



THE QUANTITY THEORY OF MONEY 157 

the Currency Debates had been so painfully concerned no 
longer offered any problem. John Stuart Mill presents it very 
clearly. 

Disturbances ... of the equilibrium of imparts and exports, and 
consequent disturbances of exchange, may be considered as of two 
classes; the one occasional or accidental, ii not on too large a scale, 
correct themselves through the premium on bills, without any 
transmission of the precious metals; the oilier arising from the 
general state of prices, which cannot be corrected without the sub- 
traction of actual money from one of the countries, or an anni- 
hilation of credit equivalent to it; since the mere trail smission of 
bullion (as distinguished from money), not Inning any effect on 
prices, is of no avail to abate the cause' from which the disturb- 
ances proceed. 13 

And, logically conclusive, Mill continues that these “ex- 
changes do not depend on the balance of debts and credits 
with each country separately, but with all countries taken to- 
gether. M 14 The homo oeconomicus, endowed with the char- 
acter of unlimitable competitiveness, had achieved the right 
to move in the whole world. As this excludes hy definition all 
other influences, even biological, though perhaps not geo- 
physical, there was thus established a closed system, the har- 
mony of which seemed insured and guaranteed. 

the concept quantity In dcstribing the economic reality 
for the analysis of which lie developed the use of mathematical 
tools, Cournot said that it developed from the most simpie 
stage, characterized by “instint Live actions” to the compli- 
cated contemporary system in which “the abstract idea of 
value in exchange . . . supposes that the objects to which 
such value is attributed arc in commercial circulation ; i.e., 
that it is always possible to find means to exchange them for 
other objects of equal value.” 15 This development, in Cour- 
not’s opinion, was by no means at an end. 

The extension of commerce and the development of commercial 
facilities tend to bring the actual condition of affairs nearer and 

is Mill, Principles of Political Economy, p. 618. 14 Ibid. 

15 Cournot, Researches into the Mathematical Principles of the Theory of 
Wealth, p. 8. 
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nearer to this order of abstract conceptions, on which alone the- 
oretical calculations can be based [italics ours], in the same way 
as the skillful engineer approaches nearer to theoretical conditions 
by diminishing friction through polished bearings and accurate 
gearing. 10 

It is important to realize the implications contained in this 
particular way of looking upon economic reality if we are to 
understand the meaning ol the method applied at that time to 
analyze this reality. To repeat, the temporary oveicoming of 
the main obstacles in the way of a continuation of a produc- 
tive, and with it consumptive, expansion permitted the con- 
ception of the process of production as being in balance, and 
the interpretation of the occurring and observed expansion as 
a mere extension in scope without any changes in the nature 
of the productive system itself. Of course, Cournot did not 
deny, nor did any of his contemporaries deny, the existence 
of frictions, but he thought of them in mechanical terms. 
Such analogies to mechanical devices weie meaningful at the 
time in which they were made, because not only did the in- 
creasing mechanization of the process of production provide 
society with a major problem but also society itself, as we have 
just said, began to exhibit ovenly the characteristics of a 
smoothly running machine. In the same way in which no 
difference was seen between the principle of a 10-horsepower 
steam engine and that of a loo-horsepower steam engine, the 
frictions in both cases weie felt to be of a temporary kind, 
which perhaps made the machine vibrate, but were incapable 
of changing its character. 

While Cournot thought of his contemporary economic so- 
ciety in typical nineteenth-century fashion as being "in hai- 
mony," he inferred a causal development which led from the 
most simple stages of society up to the complicated contempo- 
rary society. In the latter "the influence of progressive civiliza- 
tion constantly tends to bring actual and variable relations 
nearer and nearer to the absolute relation which we attain to 
from abstract considerations." 


Ibid., p. 9. 
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This, then, is another manifestation of the very basis upon 
which a mechanistic theoretical approach was possible. Only 
recently resurrected are the names of all the men who in their 
dealings with economic problems used mathematical tools. 17 
These attempts to use algebraic formulations for the purpose 
of expressing varying relationships of economic data are part 
and parcel of and absolutely inseparable from the general 
method with the help of which economic problems, and as a 
matter of fact increasingly all problems, were viewed at that 
time. The development of this point of view has been pre- 
sented above. It remains only to be said that such tools as 
algebraic equations cannot be separated from the general 
theory in which these tools function any more than pure 
theory can be divorced from the economic reality with which 
it had been created to deal. 18 

The ability to conceive of motion within a given system as 
a mere extension of that system has iinpoi taut implications as 
to the nature of the parts — the famous economic “data” of 
which the system was thought to exist. If progress could be 
conceived of as taking place in the form of a mere increase in 
quantity, the essential and fundamental laws of the system in 
motion would not have to be changed. Any one of the parts 
of the system was thus capable of being dcsciibcd in exclu- 
sively “quantitative” terms, the “quality” being related to the 
system as a whole and, under the stated conditions, static. 

It would be beyond the scope of this inquiry to show, as 
can be shown conclusively, that Newtonian and as a matici 
of fact Euclidean terms, that is, static tcnns, arc capable ul 

17 See Marget, The Theory of Prices , pp. mfi. Mr. MaigcL recount* tlui 
“at least three algelnaic foi tnuLitions of the ‘equation of exchange in 
essentially the 'Fischerinc' form were presented in the 1850 s, namely, those 
of Roscher (1854), Bowen (1856;, and I.evasseur (i« 5 B ) ” See als<) Journal of 
Political Economy , XXXIII (1931). 571- Mr. Marget also calls attention “to 
the fact that K. H. Rau presented a Fisrhciinc equation in 1841, ue., some 
thirteen years before Roscher. (See Rau, Lehr bur h dci pnlihsehen Okonomie, 
I, 305). But even before Lhis time, Mr. Marget mentions, Henry Floyd and his 
contemporary Italian economists used a crude formulation of an algebraic 
quantity equation “containing no tcim for ‘velocity of circulation. 

is For a directly opposite point of view see Matgct, The Theory of Prices, 
Chapter II, especially p. 23. 
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dynamic interpretation. Riemann, for instance, demonstrated 
eighty years ago that the interpretation of Euclidean geometry 
prevailing at that time could be looked upon as a special case 
among a number of possible other cases. 18 To this we can add 
that the particular “case” of geometry, as of other disciplines, 
will depend on the type and the structure of the particular 
problem which it is intended to solve. 

It seems clear from the foregoing that the attitude in 
methodology of perceiving data as quantities refers equally 
to a “special case” in the development of economic reality and 
economic thought, implying that other "cases” are possible 
if the type of economic structure and the related thought has 
changed. 20 At the same time, it must be kept in mind that it 
is maintained that the quantitative approach to economic 
problems was correct at that time; but it is stressed here that 
the correctness of the method (a) existed in effect , and not by 
virtue of any extraneous logic or eternal verity of the method, 
and ( b ) depended upon the ability of the economic society to 
continue to expand for the time being and thus to alleviate 
and for all practical purposes to make invisible the already 
actually developing structural changes within that society. 
When, however, these changes began to exceed the existing 
potentialities of expansion, the quantitative concepts began 
to show their inadequacy, even with regard to "overt” phe- 
nomena, and their application inevitably produced results 
which were wrong in proportion to the increase in the margin 
of error between ideally conceived economic mechanics and 
actually existing economic dynamics. 

18 Riemann, Vber die Hypothesen, welche der Geometrie lugrunde liegen. 
Sec also Nicbyl, "Modern Mathematics and Some Problems of Quantity, 
Quality and Motion in Economic Analysis," Journal of the Philosophy of 
Science, VII, Part 1, (January, 1940), pp. 103 IF. 

20 Keynes, The General Theory of Employment , Interest, and Money, 
especially the Introduction. 



10 • Some Conclusions on the 
Classical Quantity Theory of Money 


I T is the purpose of our exposition to retrace the process 
by which classical economic theory and with it an equili- 
bristic theory of money came into existence at an caily 
stage of industrial society. We lound that economic theory, 
as indeed every theory that attempts to make intelligible the 
problems confronting society at a given time, has to be recog- 
nized as a part of that specific economic setting from which 
it has evolved. Money was Heated as a paiticular pioblem as 
long as industrial production itself was only one ol the ways 
by which people lived at that time. To the extent to which 
industrial production came to piedominate as a way of sex ial 
existence, its particular functional constituents, such as 
money, were perceived in a larger setting and no longer as 
phenomena directly and by themselves observable and dc- 
scribable as such. At the same time when there oiigin.it ed this 
thinking in terms of systems and the perception of specific 
economic phenomena as parts of these systems, society gained 
momentum, and theory, which existed ns an expression of the 
economic problems of the preceding period, was just left be- 
hind, instead of being adapted and redirected to the newly 
developed circumstances of which it wa> supposedly giving 
testimony. J * 

It is at this stage in the economic development and its re- 
lated thought that money, previously considered the medium 
for the accomplishment of conciete transactions, is made to 
assume independence of a higher order and in this independ- 
ence to symbolize the methodological at Li tilde of the indus- 
trial leaders and the social groups related to them. The elusive 
and phenomenological character of money lent itself, as did 
no other existing concept, to the description of the mechanism 
of the accepted static systematics of production and distribu- 
tion. The continuation of the process of production to still 
higher forms of division of labor, the existence of absentee 
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ownership as the typical form of industrial enterprise (that 
is, the gradual emergence of growing groups living from in- 
comes, though they themselves were separated from active 
participation in production) and the continuing increase in 
the number of wage earners and salaried employees, whose 
interest in the products of their labor was forcibly restricted 
to the incomes they received, tended to create an attitude 
toward productive activity in which, because of the thorough- 
going separation between man and his products, the latter 
appealed in a quasi-objective form, seemingly following laws 
which were independent of human actions, just as the long- 
run mechanism of the flow of money was represented as inde- 
pendent of interferences by government or the directors of 
the Bank of England. Production appeared now to the theor- 
ists only in abstract monetary lenns In their opinion invest- 
ment took the form ol money holdings, additional money 
accruing in the foim of dividend or interest income. These 
profits seemed equally objective to the entrepreneur, and 
only in the lonn ot percentages of money-capital and com- 
pared witli the monetary results of various years or of other 
Enterprises did they enter the minds of their “producers.” 
r l he consumer interest of large parts of the wage-earning and 
salaried groups was obviously monetary, and the importance 
of the commodities on the market to all the population lay in 
their prices. 

Thus, society had reached a stage in which monetary 
terminology became universal, a development which w r as co- 
incident with the final achievement of a pictuie of the process 
of production, in which the latter oveitly tended constantly 
toward a total equilibrium. 

It w T as at llris moment that the modern theory of price was 
born, in the foim of a crude marginal-utility theory. This 
view point expressed to perfection the prevailing attitude 
toward the piocess of production. No fundamental pioblems 
indicative of any basic qualitative changes w r ere observable; 
therefore it was conveniently thought that the mechanism 
could and should be left alone to work itself out according to 
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the prescribed equilibrium principles. Vital interest was dis- 
played only in the attempt to maximize income, admirably 
expressed in the picture of the “economic man,” whose in- 
digenous competitive psychology had only changed its place 
from the sphere of production to the sphere of distribution 
and was now fully preoccupied with “higgling” in the market. 

The fundamental lesson to be learned, therefore, from an 
analysis of the early phase of industrial society and its attend- 
ant thought formation, particularly the fotmulation of 
quantitative monetary concepts, is that the contemporary 
neglect of the dynamic character of the productive process 
was integral to the development of that process itself. To the 
degree, however, that this special condition — John Maynard 
Keynes’s "special case" — has changed and the underlying dy- 
namics have made themselves felt and have become apparent 
in the form of economic crises and finally of stagnation, which 
increasingly have tended to destroy the previously assumed 
harmony of the equilibrists, any theory of money whhh justly 
can make claim to the name will have to take into account the 
existing discrepancy between economic thought in the form 
of pure theory and economic reality. 

We may express the same trend of thought in this form: the 
margin of error between economic analysis and economic 
reality could justly be neglected so long ns its continuous re- 
currence was again and again absorbed by the expansion of 
industrial production. But when the mechanics of organic 
expansion were changing into the dynamics of economic 
contraction, the material basis for neglecting the margin of 
error disappeared and the reconstruction of economic thought 
became mandatory, as Adam Smith and his predecessors had 
been compelled to reformulate economic thought after the 
economic basis of mercantilism had ceased to be representa- 
tive of their contemporary society. 

No self-sustaining theory of money can actually be formu- 
lated. The monetary relations at any given time and the func- 
tion ascribed to them can be perceived only as a reflection of 
ever-changing economic reality. Only analysis of the latter 
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and the understanding of its processually changing character 
can give us today the clue to the meaning of money. A theoiy 
of money must, therefore, be an aspect of general economic 
theory, the latter being itself, or being an aspect of, a dynamic 
theory of social organization. 

An understanding of the function of money must account 
for the actual status of the relations of the productive forces 
as well as lor the functional part which its reviewers play in 
the given economy. The function of some reviewers, or 
“theorists,” as representatives of some particular social groups 
may be such as to compel them by circumstance to exhibit a 
definite lag, or “margin ol error,” in their expositions. This 
eiror, however, as we have tried to show, can be traced; and 
only when we are able to account for it and thus are in the 
position to realign our analysis with the actual functioning of 
the economic fences, shall we be in a position to understand 
the classical iheoiies of money. 
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Absentee ownership, 25, 94, 161 f. 

Act of extension, 8571 
Acts of Parliament, see Parliament 
Agricultural revolution, 141 
Agriculture, increasing need for capi- 
tal investment, 24 
Andrea des, G8n 
Angell, James W., 34 
Anglo-Fiench wars, monetary conse- 
quences, 54 ff., 105 

Antibullionists, 58; defense of meas- 
ures taken by government, 64, the- 
ories of inflation, 65 ff. passim; 
claimed that increase in prices were 
not result of overissue, 72 
Aquinas, Thomas, St., 32 
Armies, direct loans lor support of, 56 
Ashworth (couon manufacturer), 
quoted, 8r 

Aitwood, Mathias, ro8 
Attwood, Thomas, 107; advocated 
government-regulated paper cur- 
rency, 135 

Backhouse, James and Jonathan, and 
Company, 22 
Bagehot, Walter, gon 
Baltimore, relationship between Liver- 
pool and, 26, 27 

Banking, see Banks and banking 
Banking Copartnership Act of 1826, 
98, 99 

Banking laws, 24; see also under Par- 
liament 

Banking merchants, see Merchant 
houses 

Banking School, principles advocated 
by. 148. 155 
Bank loans, see Loans 
Bank notes, credit in form of, 20 ff.; 
two tests in determination of an 
excess issue, 63; decline in impor- 
tance of private bank issue, 99; be- 
low £5 taken out of circulation, 150; 
see also Country bank notes 


Bank of England, purpose in found- 
ing, 1 5, 66, 68; struggle with provin- 
cial banking houses, 17, 22; notes is- 
sued, 22, 45, 103; function in mer- 
chantile trade, 26; credit-creating 
institution for government, 26; 
change in function, 28; war against 
discounting houses and joint stock 
banks, 28, 67 f.; irac lions to pre- 
mium on precious coins, 63 f ; inter- 
est in maintaining volume of paper 
money foi industrial speculation, 67; 
redemption of its notes in gold, 8o, 
105; issuing bills, 45, 90; piovision 
for country blanches, 98; decrease in 
importance of discount business, 92; 
policy in panic of I)cc . 1825, 97; 
dm case in total advances, 1814- 
1 820, 1 12; blamed for rise in value of 
money, 113; gold purchases, u6; 
notes made legal tender, 150; Palmer 
rule: bullion reserve; securities, 150; 
stability in reserves to amount of 
money circulating, 151; separation 
of banking and issuing departments: 
method of attack upon country 
banks, 152 

Bank Restriction Act of 1796, 25, 57 

Banks and banking, agencies, 19-28; 
provision of industrial ciedit, 19**51 
rise of private, 20; number of part- 
ners limited to six, 22; structural 
change in functioning, 25; absentee 
ownership of bank capital, 25; com- 
mercial credit, 26-28; often Iden- 
tified with production, 71; payment 
of interest on deposits of country 
banks abandoned by London, 90; 
inadequate structure, 96 ff.; adapta- 
tion to new conditions, 98; original 
purpose of private: development 
toward deposit banking, 99; effectua- 
tion of property changes, 103; limi- 
tation of partners removed: applica- 
tion of currency principle, 150; op- 
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Banks (continued) 
erations of foreign exchanges linked 
with financial mechanism of coun- 
liy, 153, see also Country banks, 
Joint stock banks, Savings banks 
Beaver pclts p as medium of exchange, 

Behavior a dirrrt manifestation of di 
\imty 126 

Bell, C ookson, Cair, and Amy, 21 
Bell Woodall, and Company, 23 
Bcntham, Jeremy, 76 concerned with 
added \alue cicatcd by indiiect sav 
mg, ioc) emphasis upon mtiease of 
national wealth, loqri, effoit to ex 
plain lagging consumption, 122 
Beni ley I homas, 87 
Bill biokers, rediscounting of countiy 
lulls lelt to, qq, served as represent 
atives foi disposing of hinds of joint 
stock hanks yq 

Bill hioking, function of 88 93 
Bills, for ust. in internal uade, 45 use 
of, foi obtaining liquid funds, h8, 
issued by Bank of Lngland and by 
rountiy banks ig) 111c lease in stamp 
duties foi small, 93 1 c disc minting of 
country bills left to bill brokers, 
99 " 

Bills of exchange, 17, 20 developed to 
meet particular needs, 27 
Bimetallism 7 10, whv created as a 
monctjiy system in U S and in 
smaller luiojitan countncs nthci 
than in I ngland q as a lonsciouslv 
intioduccd govern mental monetary 
standard, 1011 tcchmcjue 11 13, 
set also Gold, Silvu 
Reuse, Henry, p by 
Bohm Bawcik, 123 
Boston, relationship between Livei 
pool and, 17 27 
Boulton, Matthew, 8j 
Boulton and Watt, 8sn 83 fT qon, lack 
of capital expressed in production 
technique. 85, see also Watt, James 
Reunites, export \i 
Boutgeoisir, french Fnglish attitude 
tow aid, in flench Revolution, 54 
Bovd, 7t letter to Put r t -j, r,q 
Bridgewater Canal, 87 
Brokerage houses, need of short term 
funds, 101 


Bubble AcL of 1719, 95 
Bullion, against bills, 17, 28, a ncccs 
lty to obtain raw materials, a factor 
of production, 27, not adequate to 
needs of Hade, and to productive 
capacities, 132; saving m form of, 
38 40, restrictions in exportation 
regulation of Bow, 40; fall in pie 
mium restrictions on export re 
pealed, ior„ Palmer rule, 150, sec 
also Quantity doctrine or bullionism 
Bullion Committee, 60 repoit of, 1810, 
77,80 

Bullion con ti over sy, 53 58, process of 
formulating supcrstiuctuial con 
cepts, 127 

BulJiomsin, quantity theory of, 29 52 
Bullionisls, rjH theories of inflation 
positions on 6b, interest in for 
eign Hade relations, 61 position on 
question of inieiest, 71 
Burgees Hcniy, 78 
Business odes, see Cnses 
Business technique typical of penod of 
capital seat city 85 

C ill money maikct, 101 
Capital, need for increasingly large 
application of \ , expoiting finished 
goods inci cased volume available to 
industiy, 8, term, 13, need foi a new 
souice of, to begin productive op 
eialions, iq notes issued by country 
banks for additional, 23 absentee 
ownership of hank capital, 25 
money as, 33, for new industries 
provided by the crown, 12 invested 
in tools and machinery, 81, business 
technique typical of a period of 
scarcity of 87 change in nature of 
demand for, 86, provision for cir 
dilating and fixed, qy, continuity of 
returns of invested, 94, urgency in 
demand for, decreased, 101 func 
tion, 108, financial structure of in 
dustr> made for easv transfer of, 
nq acquired by saving, 123, de 
mancl and supplv must tend toward 
equalitv, 12 1 interest centered 
around amount originally invested, 
130 export of, 73 139 see also 

Income, Interest, Investment; 
Money, Production 
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Capital export, 144 
Capital goods, need for, factor in 
conditions for valid standard of 
value, 7; see also Producers' goods 
Capitalism, growth of industrial, Bo- 
88; see also Trade capitalism 
Cartels, 107 

Cash, source of, in London, 101 
Cashier noies, 45 

Cash payments, restriction of, 90; ini- 
tial preparations foi resumption of 
105; attack against resumption of, 

Cattle, as a means of exchange, 13 
Centralization, financial structure de 
veloping toward, 74 
"Cliaiter of English Banking, 1 ' 152 
Checks, increase in use, 103 
Child, Sir Josiah, 68n 
Cities, growth of, created new type of 
consumer demand, 6 
Clearinghouses, 2 in, 103-4 
Cobbett, J. M., attack against lesump- 
tiou of cash payments, 113 
Coinage, 13-15 

Coins, counteifeii, 14; debasement of, 
44; restii'tions on expoit of, le- 
pealed, 105 

Commeicial bills, see Bills 
Commeicial credit, 26,28; used for 
productive and speculative puiposes 
within counuy, 67 

Commeicial paper, only "sound'' 
paper being discounted, 72 
Committee of Clearing Bankers, 103 
Commodities, production and ex- 
change of, 4-5; as means of ex- 
change, 13; consumers of, in earlier 
trading, 34; relation of money and, 
34. 42, 43, 50, see also Pi ices 
Commodity-exchange, 32 
Communication, usefulness of pre- 
cious metals decreased by inade- 
quate means of, 16; separated cen- 
ters of production from money 
maiket, aj; affected piice level, 73; 
effect of development of adequate 
means of, 49, 106 

Competition, development of fiee 
competitive system, 7, increased in- 
tensity, 144 

Concept quantity, 160, 163 
Consulting engineers, 84 
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Consumer interest of wage-earning 
and salaiied groups, 1G2 
Consumeis, development of indusuial 
laboi as, 6, 16, interrelationships be- 
tween produrei 5 and, 53; point of 
view of, asserted itself slowly, 130 
Consumption, inieii elation of produc- 
tion and, 120-22; lagging, 120 IF. 
Continent, industrialisation of, 118 
Continuity in enter prise made possible 
thiough joint-stock form, 94 
Country bank notes, limited to Ihiee 
years, 25; excess of, 64; issue of less 
than £5, 96 

Country banks and banking, paper 
money and the emergence of, 15*18; 
credits to fill need for, 17; develop- 
ment, 21 IF.; handicapped by Acts of 
Pailiament, 22 and 25; tuns on, 22; 
piimanly pioviding financing of in- 
dustries, 24. change in relationship 
to clients, 25; buliionisl evaluation 
of function, 6* II.; dehned, 65; un- 
able lo giant ci edits in excess of 
local drmands, 74; function, 89, im- 
portance in development of bill- 
bioking houses, K9; forced to look 
for diiect investment foi funds, 90; 
need to fur rush circulating capital 
Joi growing industry, 92; issued 
bills oF small denominations, 93; 
regarded as a danger, 98, rediscount- 
ing of bills of, discontinued by many 
banks, 99; piivate, forced to compete 
with joint-stock banks, 99; clearing 
house ojieia Lions, 104; Bank of Eng- 
land’s attack upon, 152 
Copper coinage, i \ 

Coin Laws, 55, 154 
Coipoiate enterprise, small-scale pri- 
vate production replaced by, 144 
Cost of living of la timers clea cased, 
J 54 

Cost of pioduction, advocated to keep 
wages low, 27 
Cotton gin, 90 

Cotton weavers, death struggle, 83 
Counterfeit coins, 14 
Cournot, August, developed use of 
mathematical tools lot analysts of 
economic reality, 157 
Ci edit, country banking and paper 
money to fill need for, 17; industrial, 
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Credit (continued) Deposit banking, development toward, 

19 28: long term, 62, power driven 99, of joint stock banks, 100 
machinery cieated need for short Depressions, see Crises 
term, 24, not adequate to needs of Devaluation, opinion of Huskisson on, 
meicantilist trade, 31; gradual de 132 

velopTiient of, 35 expansion, 70, 77; Disrount, rate, 69, 70, quantity of 
foi speculative purposes, 73 f bank loans demanded is dependent 

Crises depositors action in panics, 23 on, 71 see also RediscounLing 

depression of 1810, 80, of Dec ,1825 Disrount houses, 28 
06 ff , business eyrie theorists’ re a Distribution theory of, 156 


somng re wages in tunes of dcpi^s 
sion, 133 met hy suspension of 
coverage provision for issue of 
notes, 173 

Crown active nistiumcni of new clo 
nonm soriety, 37 
Current y debates 147 73 
f imcnrv Pnncipk proposils of advo 
cates of re Bink oT Lngland, 172 
Current)/ Si bool direction of ai^u 
ment sinnlir to that of hanking 
School, ijH 
Cun if Junes 77 n 

Dunliy and Ryle 7 2 

Debt cmei gnnie of an lbstiaa con 

11 pi of 128 

Deflilion 37 economic setting, 80 
1 0 1 lull bioking 88 93, savings 

bmks 101 3 tb aringboiiMs 103 \ 
tluoiv 107 chuutei of Tall of 
genual pine level 1077 itcurrcinc 
of doctmu of foiad savings, 107 10 
(hinging fuiution of interest, 110 

12 uilume and value of inone), 
11220 fall in puces 1813-1820 
112 (lira ol industrial!/ Uion of 
Continent 11S mtciiel tnori of eon 
MinipLinn uui pioduction, 120 22, 
savings ami investment 122 2(1 
stable monctaiv stmdaid 1 sb 4 1 
elfttt of economic politic il actions, 
13* tentitive conclusions on theoiy, 

M 1 fa 

Demand miiktt n cited bv industrial 
woikcrs as futor in, conditions for 
valid stmdaul of vilue 7 necessity 
fm additional means of exchange 
caused bv industrial woikers dev cl 
optnent as cuusumcis, 16, a funr 
tion of production, 123 see also 
Supply and demand 


Dividend, 162 

Dollars Spanish, 11, 12, 117 
Durham bank, 23 

Last, trade with influence upon cui 
lenrv svstem f) an outlcL for sui 
plus of silver 111 England, 10, 47 
nu du v al trade in orient il goods 31 
I 1st I ndii Coinpiny g 39 37 
Bronomir conditions rlnnge m hum 
ness technique manifested cliuigp 
in 8b 

I cononnr development pic 1 ml u stud 
phasi j 28 passim 

1 conoimc equilibrium theory of, 173 

r i7 

rumomir insiitiiiions funetion of 
mono in present diy, 2, 111 flux 31 
I conoimc re alil> hg between svsteni 
a tu thought and 177 15b 1(13 di 
velopniciii 177ft 

I i on omits mi in tui il n insfmmiLion 
1780-1810 83, nrugiml utility 

si bool of 1 ;i quantitative ap 
pi oath to problems ibo 
Ironomu svstems free competitive 7 
attitude of thinking m terms of, 129 
iconomic tlieoiv 15(1 163 
1 eononi) tvpe in which Ricardo 
lived 12 j pi maples of national, 

i n 

Implement full main rntei ion foi 
due (t ion ol monetary policy 136 
Ingluid relation of monetnv stand 
aril to track balance, 8 ft , total 
cipital in 1679 19/1, institutions 
characteristic of hrst phase of indus 
trial 28 connection between I rench 
Revolution and conditions in, 
33 51 strutt 111 al transformation 

shaken b\ lcvolmion wealth acccs 
sible through mdustual production, 
55 
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English attitude toward Fiend) Revo- 
lution, 54 

Entrepreneur, 4, 127; see also Mer- 
chants; Producers 
Equilibrium, theory of, 52, 153-57 
Exchange, money as a means of, 6 ff.; 
effect of change in value of medium 
of, 6; concrete forms of means, 13; 
lack or shortage in means of, 31, 
42, 46; functioning of means of, 
under new conditions, 49, Inter na- 
tional, theories of, 59, unfavorable, 
63; discount of English, as against 
foreign exchanges. Ro; movement of 
foreign exchanges in period preced- 
ing Cunenry Debates, 147; Cur- 
rency Debates placed emphasis upon 
operation of international short 
run issue, 115-53; see also Bills of 
exchange 

Exchange iates, unfavorable status of, 
65; based mostly upon Made- 
capitalist relations, 139; effect upon 
stability cf monetary standards, 140; 
fluctuations, 140, Palmer rule, 150 
Exchequer hills, 90 
Expansion, outdistancing profits avail- 
able foi lem vestment, r )t period of, 
71; must proceed without hinder, 
107; as extension in scope without 
changes in natiue of juodiulive 
system, 158 

Expoit dunes and bounties, 41 
Exports, of industrially produced 
goods, 8, 113; distuibanrcs of cqm 
libiium, 157; see also Mariff; Trade 
Expositions, educational, 30 

Faun labor, annual price of, as meas- 
ure for value of currency, 131, 135 
Feavearyeai, A. E., quoted 7 ff., 21 
"Fee,” term, 13 
fiat money, sec Paper money 
Fiduciary money, 49; sec alw Fapci 
money 

Financial structuie of country develop- 
ing Lowaid centralisation, 74 
Fisher, living, compensated dollar, 

Fluctuation, may be lesult of hoards, 

»49 

Forced savings, theory of, 76 ff. 

Foreign exchange, see Exchange 


Foreign trade, see Trade, foreign 
France, establishment of bimetallic 
standard, ro; coinage ratio, ia; so- 
cial changes brought about by the 
Revolution, 54 

French Revolution, 5 1; an economic- 
political threat to English merchant, 

53 

Friendly Societies, 101 
Fuggei banks, 24 
Fulleiton, John, 148 

Gaskell, Phillip, quoted, 83 
Giffcn, Sir R., 190 
Gilbert, J. W\, 148 
Goethe, quoted, 143 
Gold, as medium ol exchange, 7 ff.; es- 
tablished as standard of value, 10; 
at 1 111 rent maikci pi ice, 105; vol- 
ume and value of, 112; relation be- 
tween gold puuhases and premium 
on, 11G, effect of efflux or influx of, 
117, hoaiding, : pj; ste also Bimetal- 
lism 

(.old movements, notes and deposits 
should fluctuate vuih, 150 
Gold stundaid, establishment of in 
Ingland, 4 0 , formation of a legal 
basis, 107: established b) legislative 
enactments, 170 

Goods, durable saving identified 
with, 38 

Gossen, Hermann, 131 
(.rain, expoit Ihuiii t> on, 41 
(.land Trunk Canal, 87 
Gregory, quoted, qTjh 
G nndon, 2tm, 21 u, 23, 71 
Guicciardini, I odoviro, pi 
Guilds, relation to fire laboi produc- 
tion, 4 

Gurnell, banker, 7, 100 

Gmney, IIoaTe and Haiman, G7, 91 

Habeas corpus suspended, 55 
Hamilton's, Alexander, attempt to 
bring order into monetary chaos, n 
Handicraft labor, change from, to 
manufacture, 16, 19; production 
carried on by means of, in period 
of trade capitalism, 16; death strug- 
gle of weavers of cotton by hand 
looms, 83 

Hayek, F. A. von, 76 
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Henry, James, method advocated for 
stabilizing prices, 135 
Hoarding, 37, 124, 149 
Hodges, James, 36 

Holland, low rate of interest contrib- 
uted to prosperity of, 68n 
Hughes, John (of Liverpool), aon, 57 n 
Hume, David, 20, Gi, 10G, 107; theory 
that increase in pi ice may stimulate 
trade, 36; statement of quantity the- 
ory of money, 46-52; relation of 
money and pi ices, 5G 
Huskisson, Chancellor of Exchequer, 
views on stable cuirency, 132 

lm polls, raw materials and finished 
goods, 8, 27; doctrine of high duties 
upon, 41, distui hances of equilib- 
rium, 157; sec also Taiiff; Trade 
India, demand for silver relieved Eng- 
land of surplus, 9 
Indians, means or exchange, 13 
Individual, changed concept of, 126, 
127 

Industrial economy foimalion of an 
international, 145 

Industrial Revoution, 4, 15, 80; cre- 
ated need for country banks, 24; ne- 
cessity foi a monetary standard, 4- 
18; genesis of hanking, 19-28, quan- 
tity docliinc of hullioimm, 2952, 
infant stage outgrown, 8G 
Industry, results of growth of national, 
7, developing system neated new 
needs for money, 1G, 19; transition 
from m ei can till sin Lo industrialism, 
29 If ; infant industry piotection 
piinciple, 42; Bank of England 
wanted to partake in expansion, 67; 
expansion tenanted by increased 
credit, 74; mechanization of 82, 83, 
158, financial structure made for 
eas) transfer of capital, 119; produc- 
tive capacities created consumptive 
demand, 121; need foi new outlets 
and decreased costs, 144; see also 
Capital, Labor; Production 
Infant industry protection, 42 
Inflation, 3 y, theory of, 59-79. posi- 
tions on hullionist theories, 59-68; 
character of rise of general price 
level, 71-76; effects* theory of foiced 
sasings, 76-78, antibullionists’ the- 


ories of, 65 ff. passim ; first consider- 
ations of an active function of in- 
terest, 68-71; tentative conclusions 
on classical theory, 78-79; joint- 
stock enterprise and joint-stock 
banking, 93-101 

Interest, Hume's tract on, excerpts, 
4811; development of theories of in- 
terest, 68-71 ; bullionists' position, 
74; changing function, 110-12 
Interest income, 162 
Interest rates, lowering of, to relieve 
money scarcity, 68n; fall wilh fall of 
exchequer bills, 90; reduced by bill- 
bioking houses, 92; ilexiblc, 110; 
five peicent par in value of money, 
*351 5 percent restriction removed, 
150 

International exchange, see Exchange 
International industrial economy, 145 
International trade, see 'I rade, foreign 
Inventions, 80. growth of, 144; increas- 
ing utilization of new, 153 
Investment, lncicantile theory of, 30, 
money and, 32 34 savings and, 38- 
lo, 122 26; outstanding interest of 
production, 130; when “foreign" 
can be affected by fluctuating ex- 
changes, 141; in foim of money 
holdings, 162 
"Invisible College," 20 
1 1 eland, aided country banks, 67; cash- 
crcdit system, 99 


James and Jonathan Backhouse and 
Company, 22 

Jevons, W, Stanley, 8311, 123, 131 
Johnson, E A. J„ quoted, 32 
Joint stock banks and banking, 25, 93 
101; effect of restrictive Act of 1708, 
96; establishment of, legalized, 98; 
not allowed within 65-mile radius 
around London, 99, bill-brokers 
served as lc pi even la lives for dispos- 
ing of funds of, 99: reversal of flow 
of hills, 100; growth* deposit bank- 
ing, 100; operated mostly in indus- 
trial centers, 101; nonnote issuing 
allowed within 65-mile radius of 
London, 150 

Joint stock enterprise, 571, 93 ioi; in- 
dustrial establishments, 88; "silent" 
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partners participate in profits, 94; 
historical growth: legal status, 95 
Joplin, Thomas, 102; quoted, 97, 109; 
on function of rate of inteiest, 110; 
interest in stability of price level at 
home, 133 

Justutn pretium, theory of the, 32 

Keynes, John Maynard, 2, 163 
King, Gregory, ign 
King, W. T. C., 91 

Labor, increased importance, 29; the 
main problem of production sys- 
tem, 29; uays of increasing, supply 
of, 40; large-scale manufacturing de- 
veloped on basis of free, 48: problem 
of production in accordance with 
lelaLive scarcity of, 78; length of 
working day, 81; concen nation in 
towns, 82; lack of skilled, San, eman- 
cipation of, 4, 101; center of meican- 
lilist concept of wealth as factor of 
production causing main problems, 
29, 30: Lransfoimation of agricul- 
tural labor to free labor, 29, de- 
crease of cost per unit of pioilut- 
tion, 121; price for, alwa\s tended 
to lag, 135; pai of, a critetion as 
standard of value, 136; lagging sup 
ply, 141; increasing use of cheap, 
144, 153; foieign, transformed into 
industrial consumers, 144; dctieased 
wages and cost or living, 1 54; cheap, 
available abroad, 154 
Labor-saving devices, 144 
Lancashire, 67, 93 

Language difficulty in historical and 
analytical presentation, 1 46 
Latin countries, establishment of bi- 
metallic standard, 10 
Lauderdale, J. M., 77 
Limited liability, 94 
Liverpool, independent of bullion ac- 
cumulated in London, 17; new 
money function developing in trade 
with Philadelphia and Baltimore, 
26; “Age of Liverpool,” 67: relation- 
ship between Baltimore, Boston, 
and, 27; London against, 28 
Loans, 70; for support of armies, 56; 
bank, 68 ft., 87; use of direct, 89; 
Mill's definition, 124 
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Locke, John, 45, 46; quoted, 43, 44 
Loewe, Adolf, 120 

London, trade capitalism concentrated 
in, 16; shift of center of large-scale 
trade away from, 17; Stock Ex- 
change, 73; “call" money market, 
101 

“London against Liverpool,” 28 
Lord, John, ign, 83 
Luxury goods, duties on, 41 

McCulloch, John Ramsay, 12511, 156 
Machine production, unemployment. 

produced by inci casing, 8a 
Machine tools, Hi 

Machinery, powci -driven, necessitated 
creation of short -trim nedil, 24 
Malthus, T. R., 123, 149; quoted, 76, 
thcoiv of population, 8211; con- 
cerned with added value created by 
induce t saving, 109; on hoarding, 
124: inconsistency, 125 
Maly ncs, Gciard dc, quoted, 315, 43 
Manager part-owners and manager 
nonow nets, 129, 130 
Manchester, carlv hanking, *in 
Manufacture, period of, j, 154 b (&cr 
aim Mercantilism. Production), new 
aspre r id money began to develop 
with, 4, change from handicraft to. 
i(>, 19; to make labor available for, 
29, cionoiny of, on basis of ficr la 
lien coincided with formation of 11a 
tional state. 37; large si ale , (level 
oped on basis of free laliov. 48 
Marget, Arthur W., 79. quoted, 15911 
Marginal utility school of economics, 

Marginal utiliiv theory, 162 
Margin ol error, 129, 130, 164 
Markets, broadening of, necessitated 
nicicasmg application of capital, 4; 
new and growing created, 144 
Mathematical tools used in dealing 
with economic problems, 157, 159 
Matthew White Ridley and Company, 
21 

Mechanization of industry, 82, 83, 158 
Mercantilism, mercantile exchange, 6; 
confusing doctrine of, 27; and the 
roncept of wealth, 29-32, transition 
from, to industrialism, 29 ff.; two 
distinct period*, 30; preoccupation 
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Mercantilism (continued) 
with trade, 33; and "quantity of 
money,” 34-37 

Mercantilists, confusion of the, 30, 33; 

policies re bullion, 40-42 
Merchant houses, banking depart- 
ments, 21 

Merchants, by "putting-out” system, 
devlopcd into producers, 4; coopera- 
tion with produceis, 17; provision of 
notes as an aid LO production, 20; 
English, rombai French Revolution, 
53; see also Entrepiencur; Produceis 
Metallic standard, effect of abandon- 
ment of, 5H 

Metals, as medium of exchange, 14; 

see also Gold; Piccious metals, Silver 
Methodology, attitude in, of perceiv- 
ing data as quantities, 160 
Middle Ages, preoccupation with 
tiade, 33 

Middle classes, optimism, 154 
Middleman’s intciest in stable pi ices, 

Military expenditures, 55 
Mill, James, 156 

Mill, John Stuait, 123, 140, 145, 15G; 
quoted, 157 

Mills llopper and Company, 23 
Minis, inequalities of 1 alios in dilfci- 
ent commies, 12; charges abol- 
ished, 44 

Money, first attempt to define function 
of, 5; unit of currency must he r\- 
(hanguhlc for boLh gold and silvci, 
7; new aspect, 27; relationship to 
capital, 33; relation between volume 
of, and volume of commodities, 
34 If , 43, 1 15 (see also Commodities); 
relation between prices and, 35, 36, 
43 ff., 46 52, 72; transition flora bul- 
lionistic point of view to a quantity 
theory position, 35; support of 
armies operating outside country 
an important point in development 
of theory. 36; lack of interest in rela- 
tion to volume of pioduction, 61; 
attempts to build an adequate 
policy, 107; scarcity, 39, volume 
and value, 112 30; temporary dura- 
tion of fluctuation in quantity 
and value, 1 19; cause for failure to 
perceive function, 139; lack of in- 


terest in foreign -exchange aspects of 
theory, 140; steps which led to final 
formulation of classical theoiy of, 
145; formulation of self-sustaining 
theory of, r63; see also Bimetallism; 
Bullion; Capital; Coins; Gold; In- 
vestment; Paper money; Prices; 
Quantity theory of money; Silver 
Monetary institutions, present-day, 
form part of industrial society, r 
Monetary standard, developing neces- 
sity for, 4-18; bimetallism, 7-13; 
monetary unit, ir; coinage, 13-15; 
paper money, 15-1 8; advocacy of 
ieLuin to metallic standard, 64; sta- 
bility ot, 126-41 ; inclusion of concept 
of accumulation, 126; divergence 
between Lheory and leality, 127; con- 
vertible metallic and nonconvertible 
paper advocated, 1321!.; proposed 
measures to use as standard of value, 
134 If.; economic situation within 
which stability was to be established, 
139; foundations for an automat- 
ically working, 148 If.; sec also Bi- 
metallism 
Monopolies, 107 
Monopoly privilege, 8r,n 
Motion within a given system, 159 
Mun, I homas, 38, 39, quoted, 35 

Napoleon, 80 

National economy, piinciplcs, 143 
National finances, sec Slate finance 
Ncwbold, J. T. Walton, 26 
New Castle banks, 23 
New England, legal tcmlct, 14 
Newton, Sir Isaac, 10 
Norwich and Norfolk Bank, 91 
Notes issued by mei chants, 20; issued 
by countiy hanks, 23 

Office for the Reduction of National 
Debt, 102 

Old Lady of 1 hreadnccdle Street, see 
Bank of England 
Orient, see East 
Overdrafts, use of, 89 
Overissue regarded as cause of all evil, 
98 

Palmer rule, 150 
Panics, see Crises 
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Paper money, disastrous attempts to 
introduce, inUS.ii, and the emer 
gence of country banking 15 18 
credits to fill need for, 17, premium 
on precious metals over 57 doc 
trine that, could never exceed value 
of gold and silver, 68, government 
regulated advocated 135 would not 
operate in sime way is metallic 
curiency danger in issuing in excess 
of needs, 1^7 velocity noL same is 
tint of metallic coins 148 Pilniti 
lulc to enforce identity btiwtui 
convertible and inctillir ruriuicv 
in re exchange lates 150 
Pirlnmcnt Acts or 1O94 (loningc 
Act) jr, 1708 22 25 81, i)G 1719 
(bubble Act) 915 1793, 101 

(II ink Rcstuclion Ac t) 25 5 7 180J 
25, 181b 105 1S19 80 10, 1825 
i)r, 182b 11 mkmg Cop 11 me i 

ship Act) 18)3 150 1R37 cj r, 1 P j | 
(Peel s Act), 152 
Pune 11 Sir Homy jo 8 
Pccunmy tcim 1) 

Peel s \ct of 1 S j | 1 ,2 
Peel s hill 112 11) 

Pennington 150 

PcLty Sir William 190 pi cpiolcd 36 
tluoiv of popul ition 
Philicklphn it hnonship between 
1 lurpool mil 17 2b (17 
1 lull i ] js \ Mibcily quoted 2) 

Pill Willnni suspended lithe is r 01 
pus 55 
Pku 1 pi 

Political economy tcim 1 ,0 
Popul ition glow th 820 
Pottci Willi un 35 
Powei I n 

Piecious muils as medium of ex 
change j 0 16 scare its 8 12 32 
118, exporting finished goods in 
cinsed volume of 8 27 physic il 
presence or absence cm cause tnfh 
tions or deflations 35 as 1 store of 
weaUh 38 premium foi 5b 62 
movements of m period prcccdi ig 
Curiency Debates 146 
Piemdustml phase of economic dc 
velopment 4 28 passim 
Prentice Das id, n8n 
Puces, avoidance of too rapid changes. 
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27, rise of general level, 71 76, 141, 
bulhonists position on 74 cause of 
increase of, in international trade 
75, effect of iiiteinuuent industrial 
expansion and wat conditions, 78 
character of fall of geneial level, 
105 7, effect of truie function upon, 
107 effect of falling and stable 
liboi costs 108, fall in 1814-1820 
112 (see also Dell ition) iclation be 
tween mom y ami 35 3b, 43 If, 4b 
52 72 108 inn case in may stim 
ulite ti idc 3b relation of quantity 
of money to fb r,g qu entity then 
lists negket of implications of 
changes (>2 c uisc fur dtrlinmg 
1 Pi guiti il th 11 u lei of use in 141, 
dicMpuicy between 1 nghsli and 
other 1 ,i iiiioiintu working of 
nitdi uusni i|- 1 jH modem the 
on ot hoi 11 ib* 

Producers to open linn with met 
th mts 17 micncl munships lie 
twetn tonsiuners and 53 see aho 
lmicpicncur Mriditn's 

Piuchictrs goods c lunge lo lmUisinal 
t ii lei pi iso and division of lilxir in 
crcasul need foi 19 we also < ipiul 
goods 

Production grov th of mussiiaiidin 
cursing ippluitim of cipital 4 
38 ff pi nod of flic in truif k tin e 
c 1 idle of industrial inode of ) new 
dtvcUpinp 111 lnglind lb factors 
of 19 f J> )o 70 foe aho Capital 
Kiw Wftenils I cbor) concept 
wc iltli in itkitiuc lo 29, in 
fit ise of mono 111 circulation miy 
in to fui tin n jmlustnal type 
Ik cum pitvikm 5' expanding 
b2 i,8 ften identified with bank 
ing 1 problem of rrl ltivc scarcity 
oriihor 78 dunging process 8088 
emanripmon of as m active eco 
nomir unit 91 eh urging financial 
siructuic 96 obstacle produced by 
fixuv of tost 107 ck crease in quan 
tity of montv re ntcl to decrease 
output 108 mm relation of con 
sumption and 120 22 144 nitional 
integiation 128 interest in conn 
nuity of piufit, 130 small scale 
private replaced by large scale cor 
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Production (continued) 
porate enterprise, 144; extension 
beyond national boundaries, 144; 
monetary hazards added Lo cyclical 
nature. 151; cost lowered by decreas- 
ing wage costs, 154; difficulties at- 
lendanL upon resumption of full 
employment, 155 
Profit, rate of, see Interest 
Public credit, emergence of, 128 
Public finance, 37, 38 
Purchasing power, acquisition of for- 
eign, 27; parity, use by Thornton, 
75 

Putting-out system. 4, 26; tiansplanta- 
tion of worker from, to factories, 6; 
lag in yield, 16 

Quaker bills, 67, 91 
Quantitative ronccpts, 160, 163 
Quantity throiists, attitude ol fust, G2 
Quantity iheoiy oi bullionism, 29-52; 
money and investment, 32 34; foi- 
rnulation of quantity theory of 
money, 43-46; quantitative relation 
of money and pi ices, 46-52 
Quantity thrmy of money, formula- 
tion. 34, 43-46; Hume’s statement of, 
46; fmmulation of classical, 53-164; 
issues 111 bullion controveisy, 53-58; 
theory of inflation, 59-79; economic 
setting of deUatiou, 80-10 y, theory 
of deflation, 105-42; quantity theory 
of money, 143 60; changed function 
of international tiade, 143-45; cui- 
rency debates, 145-53: theory of 
cquilihiium, 153 57; concept quan- 
tity, 157-60; conclusions about, 161- 
64 

Raw materials, importing and export- 
ing, changes, 8, 27; bills of exchange 
as means tor acquit ing, zo 
Received doctrine, 2, 78 
Rediscounting, of country bills left to 
bill-hrokeis, 99, 101; of paper of 
questionable quality, 100; of notes 
as limitation on volume issued by 
country banks, 23 
Restriction Act, 57, 80, 105 
Ricardo. David, 59, 66, 73. 75, 820, 108. 
137, 156; quoted, G3, 64, 65, 66n, 70, 
12471, 138; on deflation, naff,; plan 


drawn up by, incorporated into 
Peel’s bill, 112; on relation between 
gold purchases and premium on 
gold, 116; on temporary duration of 
fluctuation in quantity and value of 
money, 119; re investment based on 
saving, 123; concerned with behavior 
and laws of industrial economy, 
125; re export and import of money, 
1 34 

Richards, R. D., 24 n 
Richardson, Thomas, 91, 100 
Ridley, Sir Matthew White, and Com- 
pany, 21 

Roebuck, Dr., 84 
Roll, Erich, 830 

Rooke, John, method advocated for 
maintaining price level, 133; pro- 
posed measuring stick for value of 
currency, 134, 135 
Kossc, Earle of, 136; quoted, 137 
“Ruble,” term, 13 
Runs, on (ouutr\ banks, 22, 23 
Russia, difficulty of changing a semi- 
serf and agricultural socieLy into an 
indnsliial one, 29, 82 

Saving, identified with durable goods 
Lo fuithcr piodurtion, 38; theory of 
forced, 76-78, 124; recurrence of 
doctrine of forced, 107-10; involun- 
tary, log; and investment, 122-26 
Savings Rank Act, 102 
Savings banks, 101-3 
Say, J. B., 2, 131, 156 
Scotland, aided country banks, 67; use 
of direct bank loans and overdrafts, 
89; cash-credit system, 99 
Senior, Nassau, 156 
Stott, W. R., ign 
Short-run issues, 153 
Silbcrling, Norman J., 56, 740, 112; 
quoted, 73 

Silver, as medium of exchange, 7 IF.; 
supply, 45; coins reduced to status 
of an auxiliary cuuency, 105; see 
also Bimetallism 
Sinclair, Sir John, 137, 138 
Sir Matthew White Ridley and Com- 
pany, 21 

Smith, Adam, 5 n, 14, 53, 68, 106, 107, 
156. 163; theory of international 
exchange attacked by Thornton, 
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59 ff.; interest in preservation of 
adequate relation between prices 
and commodities, 61 
Smith, Joseph, 91 
Smith & Holt, 91 

Social development expressed in 
changing philosophies, 126 
Society, causal development of, 158; 

structural changes, 160 
Soil, progress of manufactuic tended 
to replace as main farloi of econ- 
omy, 29 

.South Carolina, legal tender, 14 
Spanish America, Lrade with, 11 
Spanish silver dollars, 11, 12; devia 
tion from par, 117 

Specie, important only in Limes of 
stress, 25 

Speculation, 96, industrial sociclv es- 
tablished by means of, 100; nature of 
investment in early development of 
industry', 71, 76 
Speed’s notes, 45 
Stability, ti ira, 129 
Stabilization, demand for, \, G 
Stamp duties for small bills, 93 
Standard of value, see Monetary stand- 
ard 

State, finance, 37-3R; foiced to take 
hand in capitalization of new indus- 
tries, 42; wanL of money cannot in- 
jure, 51; necessity of delegating 
powers to: need of financing social 
inLegiation, 1 28 

Steam engines, Watt’s impioved, Hi, 
84; increase in number and use, 87 
Stewait, Dugald, 77 
Stock Exchange, London, 73 
Supply and demand, 108; process of 
democratizing demand, 1G; must 
tend toward equality, 124 money 
identified with, 138 
System in motion, 159 

Tallies, 45 
Tariff, 41 
Tawncy, R. H , 41 
Terms, etymology of, 13 
Thompson, T. P., 7B 
Thorton, Henry, 5 q ff., 75, 77 quoted, 
69; first to identify monetary rela- 
tions in international exchange, 74; 
concerned with added value created 
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by indiiect saving, 109; emphasis 
upon increase of national wealth, 
1 ion; on function of rate of interest, 
111 

Token money, 14 
Tonnage Art, 1694, 45 
Tookc, Thomas, nj, 148, on gold 
purchases, 11G, 117 
Tool machines, 81 

Toirens, Roheit, 1250, 151, 152, 

quoted, 124 f ; pioposal for keeping 
(unency stable, 132 
'1 iadt\ antagonism between two types 
of, 17; shift of rcnici of large scale, 
away from 1 ondon, 17; lack of 
means of exchange as obstacles to 
development, 3 1, oppoiuimlies loi, 
outdistancing awdatdc bullion, 32, 
piopoition of money to, 34, 43, hills 
foi use m internal, 43; effect upon 
pi ice level, 107 

Ti.ide, forrign development of cap- 
italistic, 8; exchange of finished 
goods fm law manual 01 for luxury 
goods, 8, 1 J4' t-’iih the l ast, us in- 
fluence on currency msUmii, 9, 
change 111 ch.11 at ter, 2(>, money 
piohlcin, 27, financing, 73. devcloj> 
men 1 of monel ary relations in, 75; 
in ueasc in political and lommcicial 
difficulties between England, Hol- 
land, and frame, 90, increase of 
trade between Liverpool and Phila- 
delphia, 91 changed function, 143- 
4 5; importance 10 country mami- 
fac Hirer,* 1 n 

Trade capitalism, one of last revivals 
of, 9, 16; concent) died in I ondon, 
ifi 

J radc Companies Aci, qy 
rianspoitaiion, cflea of undeveloped 
system of, upon economic and 
financial strut lure, i(», 73, dice l of 
adequate means of, 49, 106, profits 
out of investments in, 87 
'I rivulzio, jo 

trustee savings banks, 102 
Turner, Samuel, uy, 122; quoted, 65, 
103 

In employ merit produced by mech- 
anization of industry, 83 
United States, establishment of bime 
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United States (continued) 
tallic standard, 10; difficulties in 
establishing a system of cuircncy, 
11; coinage ratio, is 

Usury Laws, 68, 69 

Value, necessity for geneially accepted 
standard, 6; creation of conditions 
foT valid standard of, 7; beginnings 
of the theoiy of labor value, 32 If.; 
in exchange, 157 

Vanderlint, 36 

Viner, Jacob, 33, 39, 40, 65, 69, 78, 
1 iso, 132; quoted, 30, 123, 12571 

Virginia, legal tendn , 14 

Volume of Money, see Banks and 
Banking; Couniry Banks; Bank of 
England; Money 

Wages, why low wcie advocated, 27; 
in times of depression, 133: cost of 
pioduction lowered by deci casing, 
»5t 

Wages, real, 83 


Wales, joint-stock banks, 100; tiusiee 
savings banks, 102 

Wampum, 13 

War, direct loans for support of 
armies, 56; effect upon prices, 78 

Watt, James, improved steam engine, 
80, 84; partnership with Matthew 
Boulton, 83 ff.; see also Boulton and 
Watt 

Wealth, mercantilist concept of, 29, 
see also Savings 

Weavers of cotton by hand looms, 
death struggle, 83 

Wedgwood, Josiah, system of divided 
labor introduced by, 8271; giowLh 
of pottery fiim, 87 ff. 

Wheat, price of, as standard of value, 
135 

Wheatley, quotrd, 65 

Whitney, Eli, 91 

Wilkinson, John, 85, 87 

Woods, n8n 

Worker, creation of the industrial, as 
consumer, 6; (hanging function 
within (hanging pioccss of produc- 
tion, 6, 81 
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